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Good news for Xi 

Why Trump’s tactics help China 

GIDEON RACHMAN, PAGE 9 


Snap: crackle or pop? 

Social media group has three years to 
prove it can thrive - big read, page i 



Tiger balm 


Masters comeback win by Woods is 
a big boost for golf - page u 


Goldman 
dashes hopes 
for blueprint 
on shake-up 


» Weak revenues spark profit plunge 
» Solomon delays details of overhaul 


LAURA NOONAN - NEW YORK 

Goldman Sachs has delayed a strategic 
update, dashing hopes that the power¬ 
house investment bank would lay out its 
plans as its core businesses struggle with 
difficult trading conditions. 

The bank’s shares were down as much 
as 3 per cent by midday after a 21 per 
cent fall in first-quarter net earnings. 
They were dragged down by foiling trad¬ 
ing revenues, lower private equity prof¬ 
its and shrinking transaction revenues 
in its investing and lending division. 

David Solomon, appointed chief exec¬ 
utive in October, said he would wait 
until the first quarter of 2020 before 
providing a “comprehensive strategic 
update” that would detail a three-year 
plan for Goldman’s continued transfor¬ 
mation from a trading powerhouse to a 
more diversified bank that offers every¬ 
thing from retail banking to cash man¬ 
agement for companies. 

Mr Solomon kicked off his “front to 
back review” of Goldman’s businesses 
within weeks of taking over, promising 
an update in spring 2019, leading inves¬ 
tors to expect a big announcement. 

“There is an urgency to make 
progress,” Mr Solomon told analysts. 
“We also want to recognise that, as we 
do this, we want to get it right” 

Analysts expressed frustration at the 
delay. “There was a hope that there 
might be a bit more specificity pro¬ 
vided,” said Brennan Hawken at UBS. 
Mike Mayo, at Wells Fargo, said inves¬ 
tors were “looking forward to a more 
complete update”. 


Goldman did provide some guidance 
on its priorities in yesterday’s 
announcement, including new targets 
for attracting at least $10bn in deposits a 
year from its retail banking operations 
in the US and UK, the creation of a spe¬ 
cial team of bankers to target companies 
with a value of less than $2bn and detail 
on cuts to capital at its investing and 
lending division. 

Stephen Scherr, chief finance officer, 
said the deposit target was “conserva¬ 
tive” and hinted that Goldman might be 
able to cut its deposit rates as it 
improved retail banking services. 

Despite the earnings fall, profits were 
better than expected, in part after it cut 
remuneration costs 20 per cent. Net 
revenues of $8.8bn were in line with 
analysts’ expectations but down 13 per 
cent from a year earlier as almost all the 
bank’s main divisions posted lower 
activity. Net income fell 21 per cent year 
on year, to $2.25bn. Goldman delivered 
earnings per share of $5.71 against the 
$4.89 expected, after cutting operating 
expenses 11 per cent 

Revenues in fixed income trading — 
where Goldman has struggled recently 
— fell 11 per cent year on year to 
$1.84bn, better than the 18 per cent fall 
in fixed income trading revenues 
reported by JPMorgan Chase last week. 
Investment banking — everything from 
advising on M&A to dealmaking - was 
up 1 per cent year on year to $1.8bn, 
including a 51 per cent rise in the finan¬ 
cial advisory business. 
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Notre-Dame engulfed as huge blaze 
devastates medieval Paris landmark 
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r- .JOPP^' 



A devastating fire ripped 
through Notre-Dame cathedral 
in central Paris yesterday as the 
medieval landmark was under¬ 
going renovation work. 

The cathedral on the lie de la 
Cite in the heart of the French 
capital is one of the most visited 
tourist sites in the world. 

President Emmanuel 
Macron immediately cancelled 


a television speech to the 
nation in which he was due to 
outline his response to recent 
mass protests by the populist 
Gilels Jaunes movement. 

The Elysee Palace said the 
cancellation was due to “the 
terrible fire which is ravaging 
NotreDame”. 

Notre-Dame, a symbol of 
Paris for centuries, was begun 


in the 12th century. The 750- 
tonne spire over the transept 
and altar at the centre of the 
cathedral and much of the roof 
collapsed after they were 
engulfed in flames. 

The Unesco world heritage 
site attracts more than 12m vis¬ 
itors every year. Parts of the 
roof and building were clad in 
scaffolding for the renovation. 


Briefing 


► Nader call to return Boeing political cash 

Consumer advocate Ralph Nader, whose grandniece 
was killed in a 737 Max crash, has urged lawmakers 
to return contributions from Boeing. Two accidents 
have been blamed on safety lapses.- page n 

► EU to step up push for US trade deal 

Brussels trade chief Cedlia Malmstrom has said 
that she will seek a rapid deal to reduce tariffs with 
the US, after European governments backed talks to 
ease tensions. She set a November deadline.- page 2 

► Government formation begins in Israel 

President Reuven Rivlin has met the 11 parties that 
won seats in last week’s election, the first step to 
forming a government Benjamin Netanyahu, of 
Likud, is in the driving seat to be premier.- page s 

► Finns gear up for tricky coalition talks 

The main parties have started 
to jockey for position after an 
inconclusive weekend election. 

The Social Democrats won the 
most seats in a rare win for 
Europe’s centre-left.— page 2 

► Obscure inflation gauge dogs ECB 

A little-known measure of investors’ inflation 
expectations has hit its lowest level for three years, 
piling pressure on the bank to convince doubters it 
is willing to deploy fresh stimulus measures.- page 2 

► Malaysia deal offers Belt and Road insight 

Prime minister Mahathir Mohamad has revealed 
that Malaysia would have had to pay “termination 
costs” of $5.3bn if it had cancelled a Chinese rail 
project Renegotiation cut costs by a third.- page 4 

► AI group exits Xinjiang after Uighur storm 

SenseTime, a top Chinese facial recognition group 
backed by Fidelity International and Qualcomm, 
has sold out of a security joint venture after a global 
outcry over mass detentions of Uighurs.- page 4 
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A Nikkei Company 


Former chief Winterkorn charged with 
fraud over VW diesel emissions scandal 


Former Volkswagen boss Martin Win¬ 
terkorn and four others have been 
charged with fraud and other criminal 
offences over their alleged role in the 
decade-long diesel emissions scandal. 

It is the first time a vw board member 
has been charged over the scandal in 
Germany. Former Audi chief executive 
Rupert Stadler was arrested by Munich 
prosecutors last year but has not been 

Prosecutors in Braunschweig, near 
VW’s Wolfsburg headquarters, accused 
Mr Winterkorn of aggravated fraud, 
infringement of competition law and 
embezzlement, arguing he failed to dis¬ 
close illegal manipulation of emissions 
to authorities in Europe and the US after 
he became aware of them. 


Felix Dorr, Mr Winterkom’s lawyer, 
could not be reached for comment but 
VW has previously denied any involve 
ment of senior figures in the scandal. 
Under German law, a judge will now 
review the charges and then either dis¬ 
miss them or open a court case. 

If found guilty, Mr Winterkorn, who 
was chief executive, faces a jail term of 
between six months and 10 years. Pros¬ 
ecutors also want to claw back cumula¬ 
tive bonuses paid by the company of 
€300,000-€llm per person. 

The US Environmental Protection 
Agency exposed the cheating in Sep¬ 
tember 2015. It laid out how VW had 
designed and then covered up the use of 
illegal “defeat devices” - which inter¬ 
fered with emissions tests - from 2006 
to 2015. Mr Winterkorn stepped down 
within days, saying: “I am shocked by 
the events of the past few days.” 


VW pleaded guilty to three criminal 
charges in 2017. The scandal has cost it 
about $30bn so for, including penalties 
and car repurchases. 

German prosecutors say Mr Win¬ 
terkorn failed to stop the installation of 
defeat devices and the sale of affected 
vehicles, and that his slow reactions 
resulted in higher fines for vw. 

They also claim that he approved a 
software update in November 2014 that 
had the sole purpose of covering up 
emissions levels. Mr Winterkorn and 
the four other defendants are 
accused of knowingly deceiving VW 


Mr Winterkorn was charged with 
alleged conspiracy and wire fraud by US 
prosecutors in May 2018. This action 
has not proceeded owing to jurisdic¬ 
tional issues. 

Emissions bill page 13 
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Trade negotiations 


Stimulus policy 


Brussels aims for speedy US deal on tariffs 


EU seeks ‘limited but 
meaningful’ accord to cut 
levies on industrial goods 

JIM BRUNSDEN - BRUSSELS 

The EU’s top trade official said yester¬ 
day that she would seek a rapid deal to 
reduce tariffs with the US, after Euro¬ 
pean governments backed negotiations 
aimed at easing transatlantic tensions. 

Cecilia Malmstrom said Brussels 
would “do everything it can” to reach a 
deal with the US by November on a 
“limited but meaningful” agreement to 
slash tar iffs on industrial goods. 

But the EU trade chief admitted the 
two sides had not agreed what should be 


covered in the negotiations, with 
Europe having firmly rejected Washing¬ 
ton’s demand that a deal should include 
greater export opportunities for US 
farmers. 

The talks are a priority for Berlin and 
other EU capitals, which see them as a 
way to engage with Donald Trump’s 
administration and convince the US 
president not to follow through on 
threats to hit Europe’s car sector with 
punitive tariffs. 

Alongside his trade war with China, 
Mr Trump has repeatedly threatened 
the EU with tariffs as a way to address 
what he sees as an unfairly skewed trad¬ 
ing relationship. Last year, he hit EU 
steel exports with duties, prompting 
Brussels to impose retaliatory tariffs. 


The EU and the US are at a sensitive 
moment in their long-running feud over 
subsidies to Airbus and Boeing, with 
both sides preparing extensive lists of 

‘Now the ball is in the 
court of the US to see 
when we can start’ 

Cecilia Malmstrom 


products that could be targeted for 
retaliation. 

The negotiations on industrial goods 
were part of an accord reached last year 
by Mr Trump and Jean-Claude Juncker, 
European Commission president, to 
work together to address irritants in the 


trading relationship rather than resort 
to unilateral measures. 

Yesterday, Ms Malmstrom said the 
new talks were an “essential” step to 
“end a self-defeating cycle of measures 
and countermeasures”. 

The negotiations were endorsed after 
EU governments overrode French 
objections that they should not go 
ahead, as the US had not committed to 
the 2015 Paris climate accord. 

The French decision to vote against 
the talks followed unsuccessful 
attempts by Paris to delay the approval 
of the negotiating mandate until after 
European Parliament elections in May. 

Washington is insisting that a trade 
deal must include the EU opening up its 
agricultural market to greater eompeti- 


tion, despite this being comprehen¬ 
sively rejected by European govem- 

TheUS Congress “has a differenttem- 
plate” for the negotiations, Ms Malm¬ 
strom acknowledged, adding that Brus¬ 
sels had been clear “from the begin¬ 
ning” that agriculture would not be 

But she said that a deal focused on 
industrial goods could bring “quick tan- 
giblebenefits”, increasing EU exports to 
the US by 8 per cent and US exports to 
the EUby 9 percent. 

“Now the ball is in the court of the US 
to see when we can start,” Ms Malm¬ 
strom said, adding that her objective 
was to complete negotiations by the end 
of her term in October. 


Austerity. Disposable income 

Russians squeezed by fall in buying power 


Average person has 13% less 
to spend than in 2013 and 
many cannot afford a holiday 


HENRY FOY - SHAKHOVSKAYA 

At a glitzy ceremony with the carmak¬ 
er’s top brass this month, Vladimir 
Putin opened a Mercedes-Benz factory 
an hour north of Moscow, predicting 
that citizens would snap up the cars he 
and his ministers have long enjoyed. 

“Myself, your humble servant, as you 
well know, and many of my colleagues 
drove and are still drivingMercedes cars 
that are highly appraised for their qual¬ 
ity,” the Russian president said. “It is 
absolutely certain that Mercedes will be 
popular with Russian consumers.” 

Popular, surely. But affordable? Un¬ 
likely, Russia’s statistics agency sugges¬ 
ted a few days before Mr Putin admired 
factory lines for the luxury E-class sed¬ 
ans. More than a third of Russians can¬ 
not afford to buy two pairs of shoes a 
year, and 12 per cent use an outdoor or 
communal toilet at home, Rosstat rep¬ 
orted. Almost half the population can¬ 
not afford a week’s holiday each year. 

The findings underscored deepening 
economic gloom as tepid growth, five 
years of falling real incomes, high infla¬ 
tion, rising taxes and cuts to social hand¬ 
outs squeeze people. Despite high oil 
prices and buoyant commodity mar¬ 
kets, the Kremlin is keeping spending 
tight, in a sign that five years of western 
sanctions and the threat of more are 
takingtheir toll on the $1.5tn economy. 

The cost-cutting has deepened con¬ 
cerns over inequality. Last year, the 
richest 3 per cent owned 89 per cent of 
the Russia’s financial assets, the Higher 
School of Economics and the state VEB 
bank said last week. Yet while the 23 
richest saw their wealth rise by $22.3bn 
in the first quarter, Bloomberg data 
found, those relying on the real eco¬ 
nomy have suffered years of struggle. 

“Our pensions here are half the am¬ 
ount they get in Moscow, but things in 
the shops are more expensive,” said 
Galina Mikhailovna, a pensioner in Sha- 
khovskaya, 140km west of Moscow 

Rising discontent over falling living 
standards is worrying the administra¬ 
tion. Reforms that raised the retirement 
age by five years last year and pushed up 
value added tax to 20 per cent in Janu¬ 
ary sparked protests. They also drove 
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down the president’s trust rating to 
record lows. 

“The economy is rubbish,” said Pavel 
Ushakov, first secretary of the Russian 
communist party in Shakhovskaya. 
“People are livingsuchpoor lives.” 

He added: “To put shoes on, to clothe 
yourself, it is very hard. People have no 
money, and the shops are expensive.” 

The average monthly salary inShakh- 
ovskaya is about Rbs40,000 ($620), 
according to official statistics, one of the 
lowest in the region around Moscow and 
half the amount that those there earn. 

“[The government] pays no attention 
to places like this,” he said. “They not 
onlyoverlookus, they detest us." 

Rosstat’s biennial survey of members 
of60,000 Russian families last Septem¬ 
ber, showed that almost 53 per cent said 
they did not have enough for unex¬ 
pected expenses. 

Mr Putin was briefed on the survey, 
Dmitry Peskov, press secretary, said. “I 
still find it difficult to explain the crite¬ 
ria by which this scientific or sociologi¬ 


cal research is carried out. Why shoes? I 
would still not be inclined to consider 
these studies from an applied point of 
view, they’re more academic in nature.” 

Like many towns more than an hour 
outside the biggest cities, Shakhovskaya 
is mainly five-storey blocks of uncoated 
concrete, featuring sagging, rusted bal¬ 
conies. Its train station is the last stop on 
the electric commuter network from 
Moscow. Those who drive to work in the 
capital face a six-hour round trip. 

“We have Mercedes cars here, too,” 
said Zamir Gadzhiev, head of the region¬ 
al administration. “I saw that survey but 
I don’t think these problems are here.” 

He is spending Rbs200m to beautify 
parks, fountains and street lights, and 
plans to build a stadium, a campsite and 
a tunnel under the railway that divides 
the town. “Certainly, people are under 
more pressure,” he said. “People’s qual¬ 
ity of life will always be varied.” 

The economy is forecast to expand by 
just 1.4 per cent this year, the World 
Bank said last week, in a cut to earlier 


‘To put 
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to clothe 
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very hard. 
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expensive 


outlooks. In March, Moscow said it 
would stop publishing monthly data on 
incomes and recalibrate how it calcu¬ 
lated data. 

Elena Komarova, a headteacher at a 
school in Shakhovskaya, said that while 
more funding would be welcome, the 
families of most of her 800 pupils 
accepted the situation. “Life can be 
hard. You have to be an optimist and 
believe things will improve,” she said. 

Mr Putin, in power since 2000, used 
his annual state of the nation speech in 
February to pledge a rise in child sup¬ 
port and housing subsidies as well as 
new tax breaks for families, at a cost of 
as much as $3bn a year. 

Average Russians already have 13 per 
cent less to spend than they did in2013, 
yet the $41bn budget surplus last year 
was banked thanks to conservative 
spending plans and a decision to save 
the fruits of higher oil prices. 

“They sell all the natural resources to 
other countries ... There is nothing left 
for Russian people,” said Mr Ushakov. 


Decline in 
inflation 
outlook raises 
pressure on 
ECBtoact 


CLAIRE JONES - FRANKFURT 

A technical measure of eurozone inves¬ 
tors’ inflation expectations has fallen 
to its lowest level for three years, 
putting pressure on the European Cen¬ 
tral Bank to convince doubters that it is 
willing to use fresh stimulus to boost 
the region’s economy. 

In August 2014 Mario Draghi, ECB pres¬ 
ident, highlighted the so-called “five- 
year, five-year inflation swap rate” at 
the US Federal Reserve’s annual retreat 
in Jackson Hole, Wyoming. The meas¬ 
ure of price expectations was so obscure 
it could not even be found on a Bloomb¬ 
erg terminal, sending ECB watchers 
scrambling to figure out howto access it. 

Six months later, after the rate had 
fallen further, the bank launched astim- 
ulus programme, buying €2.6tn of gov¬ 
ernment and corporate bonds. The rate 
matters to the ECB as it shows what 
investors believe inflation will be over a 
five-year horizon. If it remains persist¬ 
ently below the bank’s 2 per cent target, 
it exerts mounting pressure on the bank 
to take action to stimulate the economy. 

When the ECB halted the expansion 
of quantitative easing in December the 
rate was 1.6 per cent, but it is now down 
to L36 per cent, its lowest since 2016. 

Last week Mr Draghi paved the way 
for more action to combat the region’s 
latest slowdown, saying the bank was 
“fully committed” to reviving growth to 
a level consistent with hitting its infla¬ 
tion target “without undue delay”. 

But the downward shift in the swap 
rate indicates that markets doubt the 
bank's ability to hit its inflation target 
The danger is that expectations of low 
inflation become self-fulfilling, weigh¬ 
ing on wage demands and retailprices. 

Policymakers next meet on June 6, 
when the latest forecasts will be un¬ 
veiled. Some feel the council should re¬ 
think its decision to halt the bond¬ 
buying scheme. “Draghi should explic¬ 
itly state that the ECB will bring back QE 
if inflationary expectations fall further 
— andthe sooner he says [that], the bet¬ 
ter,” said Melvyn Krauss, at the Hoover 
Institution at Stanford University. 

Asked last week about the drop in in¬ 
flation expectations, Mr Draghi insisted 
this time was different as markets were 
not now concerned that prices would 
begin to fall dramatically. Investors are 
worried instead that there could be sub¬ 
dued price pressures because of “a dete¬ 
rioration in the economic outlook”, he 
argued, which chimes with the bank’s 
conviction that stronger growth has 
been “delayed” rather than “derailed”. 

Mr Draghi’s view suggests that any 
policy changes in June are likely to be 
low-key. Options include a pledge to 
keep monetary easing in place for long¬ 
er, or to give lenders cheap central bank 
funding on more preferential terms. 

With Mr Draghi’s term up at the end 
of October, some interpret the swap rate 
fall as reflecting concerns over who may 
follow. “The market is questioning 
whether his successor will be as willing 
to use unconventional tools and will be 
as fully committed to achieving the tar¬ 
get as Draghi has been,” said Richard 
Barwell, at BNP Paribas Asset Manage¬ 
ment. One candidate, Jens Weidmann, 
the Bundesbank president, voted 
against several of Mr Draghi’s attempts 
to bring inflation closer to 2 per cent 
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Coalition discussions 

Finland parties hold talks after clear winner fails to emerge 


NORDIC AND BALTIC CORRESPONDENT 

Finland’s main political parties started 
yesterday to position themselves for 
complex coalition talks after an incon¬ 
clusive election that pointed to difficul¬ 
ties informinga viable government. 

Centre-left, populist and centre-right 
parties were left in a near three-way tie 
after Sunday’s vote, when the country 
became the latest to reflect the Euro¬ 
pean trend towards political fragmenta¬ 
tion. No party scored more than 20 per 
cent, with no fewer than five groups 
scoringll-18 per cent 

The centre-left Social Democrats 
gained the most seats with 40, and 17.7 
per cent of the vote, followed closely by 
the populist Finns party with 39 seats, 
and 17A per cent. 

The results marked a rare victory for 
the centre-left in Europe. Antti Rinne, a 
former trade unionist who leads the 
party, could well be given the task of try¬ 
ing to find a viable government. 

The election was also a triumph for 
the nationalist Finns, whose time in gov¬ 
ernment ended two years ago with a 
break-up in the party before they 


rebounded under a new hardline leader, 
Jussi Halla-aho, by championing anti¬ 
green and anti-immigration causes. 

The biggest loser was the Centre party 
of prime minister Juha Sipila, whichlost 
more than a third of its seats and sup¬ 
port. The party ended with 31 seats and 
13.8 per cent of the vote. 

Forming a coalition government in 
the 200-seat parliament is likely to 
prove difficult, with four or five parties 
possibly being needed. The last time the 



Finns party’s Jussi Halla-aho, left, 
with Social Democrats’ Antti Rinne 


parliament was so divided in 2011, a six- 
party left-right coalition resulted in an 
administration widely considered one 
of the least effective Finland has had. 

The new administration will have to 
decide what to do with controversial 
healthcare and local government ref¬ 
orm in a country with a rapidly ageing 
population. It will also face up to an 
economy showing signs of slowing only 
a few years after emerging from a 
decade-long depression. 


Poll result 

Party Seats Percentage 

0015) 0015) 

Social 

Democrats 40 (+6) 17.7 (+1,2) 

Finns_39 Ol) 17.5 (-02) 

National 

Coalition 38 (-H) 17 (-1.2) 

Centre 31 (-18) 13.8 (-7.3) 

Greens 20 (+5) 115 (+3) 

Left Alliance 16 (+4) 8.2(H) 

Swedish 

People’s party 9 (-) 45 (-03) 


The biggest winners compared with 
the 2015 elections were the three 
leftwing parties that have been in oppo¬ 
sition, while the Centre party. National 
Coalition and a splinter group from the 
Finns formed the country’s most right- 
wing government in decades. 

That government passed labour mar¬ 
ket reforms that helped end a deep 
recession but struggled with its flagship 
healthcare reform and collapsed a 
month before the elections. 

After the poll, political analysts sug¬ 
gested there could be a tie-up between 
the Social Democrats and the main 
centre-right National Coalition party, 
even though their previous time in gov¬ 
ernment in 2011 was far from happy. 

Mr Halla-aho, the firebrand leader of 
the Finns, who was convicted for mak¬ 
ing inflammatory comments about 
Islam in 2012, said his party was open to 
co-operation with other parties but not 
atanycost 

His tough anti-immigration and anti- 
dimate change rhetoric has led several 
members of other parties to rule out 
working with him, testing Finland’s 
tradition of trying not to exclude the 
populist party. 
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Lighthizer 


Festival beat Nepalis celebrate new year 


enters crunch 
period to seal 
China trade pact 

Next few weeks will show if bet Trump 
made on his negotiator has paid off 


JAMES POLITI - WASHINGTON 
TOM MITCHELL — BEIJING 

When Donald Trump announced in the 
Oval Office this month that it might take 
until May to seal a deal to end the trade 
war with China, Robert Lighthizer had 
every reason to exhale. 

The 71-year-old US trade representa¬ 
tive — an Ohio native known for his 
coarse voice and protectionist world¬ 
view - had secured more time to eke 
out concessions from Beijing, prevailing 
over other administration officials who 
had pushed for a faster agreement 
“There are still some major, major 
issues left, but we’re certainly making 
more progress than we would’ve 
thought when we started,” Mr Light¬ 
hizer said in front of the president 
Mr Lighthizer’s stature within the 
Trump administration has been stead¬ 
ily growing since the US president 
launched trade disputes with rivals, 
such as China, and allies, including the 
EU, last year. In December, Mr Trump 
put him in charge of the talks with Bei¬ 
jing after previous efforts to reach a set¬ 
tlement driven by Steven Mnuchin, 
Treasury secretary, and Wilbur Ross, 
commerce secretary, had failed. 


‘The biggest risk he faces is 
not necessarily from the 
other side of the table but 
from his side of the table’ 


The coming weeks will determine 
whether Mr Trump’s bet on Mr Light¬ 
hizer has paid off. If the US trade repre¬ 
sentative pushes the Chinese too far, the 
talks could collapse, dealing a big blow 
to Mr Trump’s trade agenda. If Mr Light¬ 
hizer settles too easily, Mr Trump can 
expect a domestic backlash for having 
struck a weak agreement, creating a 
problem for him heading into the 2020 
re-electionbattle. 

“I think he will deliver a deal but the 
question is whether it will, to put it 
nicely, pass the ‘straight-face’ test,” said 
one former senior trade official. 
“Trump will say whatever they sign is 
the greatest thing ever but the jury is out 
on whether this will be a real, substan¬ 
tial deal that people take seriously.” 

In at least two phone conversations in 
recent days, Mr Lighthizer, flanked by 
Mr Mnuchin, was again pushing Vice- 
Premier Liu He, the top Chinese negoti¬ 
ator, to give ground. The two sides have 
been close to a final deal for weeks but 
have haggled on the biggest sticking 
points in the talks, including structural 
changes to Chinese economic policy and 
regulation demanded by the US, as well 
as a scheme to enforce the agreement 
and the fate of existing tariffs. 

This month, pressure from Mr Light¬ 
hizer led to some concessions from 
China on digital trade, particularly on 
non-discriminatory treatment for US 
cloud computing companies, which had 
emerged as a point of contention. 

People familiar with the talks say that 
Mr Lighthizer has delegated much of the 
negotiating of large-scale purchases of 
US goods by Chinese buyers to com¬ 
merce department officials. This is 
designed to satisfy Mr Trump’s appetite 
for a reduction in the bilateral trade def¬ 
icit but Mr Lighthizer sees it as less cen¬ 
tral to the negotiations. 

“Bob is focused on the things that are 
really important - he is trying to get 
fundamental structural changes 
enforced,” said another former senior 
US trade official. “The biggest risk he 
faces in the China negotiations is not 
necessarily from the other side of the 
table but from his side of the table, from 
being undermined at home.” 

Among the dangers for Mr Lighthizer 
isthathe could find himself at odds with 
Mr Trump if the unpredictable presi¬ 


dent does not follow his recommenda¬ 
tions or changes his mind on the verge of 
an agreement with Xi Jinping, the Chi¬ 
nese president, pulling the rug out from 
under negotiators’ feet 

But people close to the talks say that 
Mr Trump has been exceptionally care¬ 
ful in dealing with Mr Lighthizer com¬ 
pared with the treatment he has 
reserved for others. “Trump has given 
Bob a little bit more space because he 
knows that if Bob walks, the deal is dead. 
It has no credibility,” said one person 
close to the negotiations. 

There are other potential pitfalls. 
Mr Lighthizer is negotiating a signifi¬ 
cant deal within a dysfunctional admin¬ 
istration, where there has been a big 
divide on how to approach trade with 
China and high turnover among key 
staff and cabinet officials. Meanwhile 
congressional pressure has been mount¬ 
ing, mostly for Mr Lighthizer and the 
white House to remain as tough as pos¬ 
sible in the final stretch. 

Mr Lighthizer’s reputation as a China 
trade hawk was established long before 
Mr Trump was elected president, from a 
decades-long career as a lawyer for the 
US steel industry at Skadden Arps. “He 
always said, ‘on a scale of one to IQ, for 
me taking on China is a 30’,” said one 
person who meets regularly with the US 
trade representative. 

Mr Lighthizer was never China’s first- 
choice negotiating partner. But, over 
time, officials in Beijing have grown to 
appreciate him as the only senior 
Trump administration official who 
could genuinely deliver a deal. 

“They don’t like Lighthizer but they 
like that he knows what he’s talking 
about and respect him for that,” said 
one person who recently met senior Chi¬ 
nese economic and financial officials. 
“They recognise he has a better grasp on 
the issues than anybody else in the 
[Trump] administration” 

The scrutiny on Mr Lighthizer is 
intense, with rumours flourishing. Just 
this week, after Mr Mnuchin announced 
that a deal had “pretty much” been 
reached on enforcement with China, the 
refusal of Mr Lighthizer’s office to con¬ 
firm the breakthrough was seen as a sign 
of a split Earlier in the month there was 
chatter that Mr Lighthizer had inter¬ 
vened to scupper a summit announce¬ 
ment planned by Mr Trump for the end 


‘Trump has given Bob a 
little bit more space 
because he knows that if 
Bob walks, the deal is dead’ 

of April. And in February, after a testy 
exchange with Mr Trump as cameras 
rolled in the Oval Office, there was even 
talk that Mr Lighthizer was so fed up 
that he was preparing to quit 
But people who know him well say 
that is unlikely, not least because he still 
has to complete his trade agenda, such 
as passing the revision of Nafta through 
Congress, launching trade talks with 
Japan and trying to defuse commercial 
tensions with Brussels. 

Bill Reinsch, a senior adviser at the 
Center for Strategic and International 
Studies, said: “He’s retired from his law 
firm — this is his last stop, or second to 
laststop, and he’s loyal to the president” 
A former senior US trade official 
added that any sense of failure on China 
would weigh heavily on Mr Lighthizer’s 
legacy, so he is likely to close a deal for 
Mr Trump and stick with it 
“He doesn’t want to go out looking 
like a guy who didn’t get his way. He’s 
going to take whatever it is, make lem¬ 
onade out of the lemons, and sell it the 
best he possibly can,” the official said. 
Additional reporting by Lucy Hornby 
Gideon Rachman page? 




Nepali Hindus covered in vermilion powder celebrate ‘Sindoor Jatra’ yesterday, a festival marking the new year and the arrival of spring 
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Censorship 


Surveillance controversy 


China increases crackdown on Twitter users 


Beijing targets those who 
‘like’ posts it says insult 
Communist party leaders 

CHRISTIAN SHEPHERD - LONDON 
YUAN YANG - BEIJING 

Chinese authorities are targeting Chi¬ 
nese Twitter users for “liking” posts 
that they say insult the Communist 
party leadership or even for just open¬ 
ing an account, as Beijing intensifies 
efforts to control cyber space beyond its 
firewall. 

Twitter, the social media platform of 
choice for overseas dissidents and many 
of the country’s most vocal rights activ¬ 
ists, has been the focus of a flurry 
of activity in recent months by 
Chinese police, who have detained and 


threatened users, and forced others to 
delete their accounts. 

The campaign is now pressing profes¬ 
sional bodies to punish its members for 
being active on Twitter. 

Zhu Xiuyuan, a lawyer in the city of 
Haining in eastern China, was warned in 
March after a police investigation found 
that he had “liked many harmful posts 
that insulted the party and the nation’s 
leaders”, according to a statement from 
the Haining justice department. The 
department did not respond to a request 
for comment 

“Chinese people’s mouths, as well as 
eating, have to be able to speak. You 
shouldn’t launch a national security 
investigation because a commoner 
‘likes’ a post,” Mr Zhu said in a state- 
mentto the Financial Times. 

“General secretary Xi, if you think my 


clicking Tike’ has damaged your reputa¬ 
tion, then I deeply apologise.” 

Another lawyer who had registered 
for, but never used, “anti-China soft¬ 
ware” was cautioned for breaking regu¬ 
lations governing professional conduct 


‘General secretary Xi, if 
you think my clicking 
“like” has damaged your 
reputation, I apologise’ 

for lawyers. Dozens of China’s rights 
lawyers have been disbarred since the 
rules, with heightened requirements for 
political loyalty, were introduced in 
2016. 

Users do not even have to post tweets 
to be targeted by the crackdown. 


Authorities demoted and docked the 
pay of an editor at a provincial state 
broadcaster in Suzhou for registering a 
Twitter account and following “harmful 
information from illegal overseas web¬ 
sites”, according to a notice from the 
broadcaster circulating online. The 
broadcaster did not respond to a request 
for comment. 

Dozens of citizens have been con¬ 
tacted since last year and have been 
threatened, detained or warned for 
their Twitter posts. Recent cases suggest 
that the Chinese authorities are punish¬ 
ing users for even minor actions, such as 
having an account or retweeting con¬ 
tent. 

Rights activist Wang Aizhong, who 
lives in the southern Chinese city of 
Guangzhou, said his account was hit in 
December with what he believes was a 


targeted attack that deleted all his posts. 

Mr Wang said he had been called in by 
the police and told to delete his account 
just before the attack, buthe refused. 

“Chinese authorities are expanding 
their speech control towards a holistic 
approach,” Mr Wang said. “After speech 
on Weibo [the Chinese equivalent of 
Twitter] and WeChat [a messenger app] 
have been totally repressed, the next 
step is to stifle overseas social media like 

Sarah Cook, an analyst at Freedom 
House in New York, said China had 
moved beyond its crackdown on anti¬ 
censorship tools such as virtual private 
networks (VPNs). “The Twitter crack¬ 
down is extending even further to what 
people do after they jump the firewall 
[of China's censorship controls],” she 
said. Twitter declined to comment 


Beijing goal Data to reveal impact on growth of US tension 


TOM MITCHELL - BEIJING 

The publication of China’s latest eco¬ 
nomic growth estimate tomorrow will 
be closely watched by global markets for 
signs of a pick-up in the world’s second- 
largest economy after a difficult few 
months. 

On average, economists expect a 
6.3 per cent annualised increase in gross 
domestic product in the first three 
months of this year, according to a poll 
by Reuters — which would be a further 
small deceleration from the previous 
quarter’s 6.4 per cent growth. 

China’s economy grew last year at the 
slowest annual rate in almost three dec¬ 
ades. In response, Beijing softened its 
annual growth target from 6.5 per cent 
last month, with Li Keqiang, premier, 
citing “profound change in our external 
environment”, particularly US-China 
trade tensions, for the deterioration. 

Although data for January and Febru¬ 
ary were largely negative, signs of a 
revival in March suggest the govern¬ 
ment will meet its new annual growth 
target range of 6-6.5 per cent. 

Here are five things that analysts and 
investors will be looking for. 

1 A reprieve from 
Donald Trump? 

As talks to end the trade war between 
the world’s two largest economies 
became bogged down in December and 
January, it appears the resulting impact 
on investment and market sentiment 
would increase the financial and eco¬ 
nomic pressures on Beijing. 

The CSI300 index—which tracks the 
share prices of China’s biggest listed 
companies — ended 2018 almost 24 per 
cent lower than it was when the trade 
war began in earnest last May. 

But the index rebounded when Mr 
Trump postponed plans to increase tar¬ 
iffs on Chinese imports on January 1, 
and later indicated that a final trade set¬ 
tlement was now only a matter of when, 
not if. It is up by more than 30 per cent 
since the start of the year. 

Tomorrow’s data should provide evi¬ 
dence of whether this revival of animal 
spirits on the Shanghai and Shenzhen 
stock exchanges has been warranted. 

2 A private sector 
revival? 

In recent years private sector compa¬ 
nies have found it increasingly difficult 
to secure credit from state banks amid a 



Aerial view: 
a grain terminal 
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economy 
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government crackdown on alternative 
funding sources in the shadow banking 

When equity prices dropped last year, 
private companies that had pledged 
shares as collateral often saw those 
shares fall into state hands. 

Private sector morale was so low last 
year that in October and November Liu 
He, vice-premier, and Xi Jinping, presi¬ 


dent, held a series of high-profile meet¬ 
ings in an effort to bolster entrepre¬ 
neurs’morale. 

In January, Mr Liu and Mr Li publicly 
lectured the country’s largest state 
banks on the need to support private 
sector groups. 

New data on fixed-asset investment 
by the private sector should indicate if 
China's entrepreneurs are reacting posi¬ 



tively to these gestures of support from 
seniorgovemment leaders. 

3 Are central government 
stimulus measures working? 
Mr Li has repeatedly pledged that the 
government, in its efforts to keep eco¬ 
nomic growth from slowing too sharply, 
would not resort to “flood-like stimu¬ 
lus” as it did in the wake of the global 
financial crisis of 2008-09. Instead, the 
State Council recently unveiled tax cuts 
worth an estimated Rmb2tn ($298bn) 
to stimulate economic activity. First- 
quarter consumption data should indi¬ 
cate whether consumers are responding 
to these measures. 

China’s central bank has reduced the 
amount of reserves commercial lenders 
are required to put aside - provided 
that the freed-up capital is directed 
towards rural development, small and 
medium-sized enterprises and other 
sectors favoured by the government. 


4 Is Beijing reverting to its old 
tricks to stimulate growth? 


investment in infrastructure projects 

to more traditional means of boosting 
growth. 

Bank lending set a quarterly record of 
Rmb5.8tn in the first three months of 
the year, driven by a credit surge in 
March. Tomorrow’s data may show a 
corresponding increase in fixed-asset 
investment by state companies. 

5 Are homes ‘for speculating 
on’again? 

As concerns about economic growth 
mounted over recent months, officials 
referred less frequently to their earlier 
slogan that “homes are for living in, not 
speculating on”. 

Instead, they are now easing restric¬ 
tions on the property sector, which, 
along with related industries, accounts 
for a quarter of all economic activity, 
according to some estimates. 

The temptation to fire up this 
important economic engine is all the 
greater as car sales, which traditionally 
boost demand in a range of ancillary 
industries, have fallen sharply in the 
past year. 


AI group 
sells stake 
in Xinjiang 
venture after 
Uighur outcry 

CHRISTIAN SHEPHERD - LONDON 

One of China’s leading artificial intelli¬ 
gence groups has sold out of a security 
joint venture in Xinjiang after an inter¬ 
national outcry over the surveillance 
and mass detention of local Uighur 
people in the Chinese region. 
SenseTime, a facial recognition software 
company that supplies Chinese police, 
set up a “smart policing” company with 
Leon, a supplier of data analysis and 
surveillance technology in Xinjiang, in 
November 2017. 

It has now sold its 51 per cent stake in 
the joint venture, Tangli Technology, to 
Leon, which said Tangli would continue 
with its strategy and that its research 
team had mastered key technologies. 

SenseTime said the move was part of a 
strategy review and that the company 
“no longer works with Leon and barely 
has any business in Xinjiang”. 

Beijing has faced criticism from 
human rights groups, international 
bodies and western countries over its 
actions in Xinjiang, where the govern¬ 
ment has built extralegal internment 
camps that hold about L5m Uighurs and 
is monitoring population movements 
with facial recognition cameras. 

Police in Xinjiang have deployed 
mobile phone scanners, security cam¬ 
eras with facial recognition and big data 
software to generate lists of “untrust¬ 
worthy” people based on their behav¬ 
iour. A recent data leak suggested that 
authorities were tracking the locations 
of individuals there on a huge scale. 

Platforms being rolled out across the 
region that integrate the data streams 
being collected can, for example, flag 
individuals of interest to the police 
based on criteria such as having rela¬ 
tives abroad, wearing traditional 
Islamic clothing or having submitted 
petitions complaining about the govern 
menL Such lists are then used to select 
people to stop and search or interrogate 
at police checkpoints in the region’s cit¬ 
ies and on its roads. 

SenseTime’s decision to step back 
from the joint venture marks the first 
time a leading Chinese technology 
group has opted out of operations in the 
region. The company’s international 
backers include Fidelity International 
and Qualcomm, and analysts said it 
might be wary of putting off foreign 
investors as it plans for an initial public 
offering. SenseTime announced a part¬ 
nership with Massachusetts Institute of 
Technology last year. 

US lawmakers have taken a tough 
stance on US investment funds backing 
Chinese tech companies deemed to 
have “problematic” ties with Chinese 
police, intelligence or military. Large 
funds have pulled out of investments in 
Hikvision, a security camera and sur¬ 
veillance technology company. 

China has defended its camps in Xin¬ 
jiang, saying they provide “vocational 
training” and that the measures are nec¬ 
essary to fight “terrorism, separatism 
and religious extremism” in the region. 

Universities in the US, Australia and 
the UK have also pulled back from 
working with Chinese tech companies. 
MIT recently cut ties with Chinese tele¬ 
coms groups, including Huawei and 
ZTE, after the US government accused 
them of stealing US technology and 
breaching US sanctions against Iran. 


Belt and Road Initiative 


Nuclear talks 


Malaysia avoids $5bn bill by reworking rail deal 


Moon pushes for Korean summit with Kim 


TOM MITCHELL — BEIJING 
ALICE WOODHOUSE - HONG KONG 

Malaysia would have had to pay “ter¬ 
mination costs” of RM21.8bn ($5.3bn) 
if it had cancelled a Chinese rail project, 
Mahathir Mohamad, the prime minis¬ 
ter, revealed yesterday. 

Days after Malaysia and China agreed to 
reduce the cost of the East Coast Rail 
Link by a third, from RM66.7bn to 
RM44bn, Mr Mahathir criticised “the 
way and speed at which the original con¬ 
tract was negotiated” by his predeces¬ 
sor, NajibRazak. 

While Mr Mahathir “was grateful to 
the Chinese government for recognising 
the Malaysian government’s financial 
position and predicament” had the deal 
not been renegotiated, the statement 
offers a rare and detailed window into a 
large-scale infrastructure project asso¬ 
ciated with President Xi Jinping’s Belt 
and Road Initiative. 

Beijing has been on the defensive 
about the alleged lack of transparency 
and “debt-trap” financing associated 
with many BRI projects aimed at 
improving infrastructure links across 
Asia and into Europe and Africa. After 


opposition parties assumed power in 
countries including Sri Lanka, Malaysia 
and the Maldives, they began to investi¬ 
gate the previously agreed deals. 

The resulting furore has been embar¬ 
rassing for Mr Xi, who next week will 
host a second biennial summit - 
attended by dozens of world leaders — 
to celebrate his signature foreign policy. 


President Mahathir 
Mohamad speaks 
out yesterday 
against the original 
East Coast Rail 
Link contract 

In his statement, Mr Mahathir said 
the contract would have saddled Malay¬ 
sia with “an unjustified, hefty, lump¬ 
sum price, which lacked clarity in terms 
of technical specifications, price and 

“The [Malaysian] government was 
faced with the choice to either renegoti¬ 
ate or pay termination costs of about 
RM21.78bn, with nothing to show for it,” 
the statement added. “As such, we chose 
to go back to the negotiation table and 
call for a more equitable deal.” 


After the renegotiation agreement 
was announced last week, the Chinese 
foreign ministry said Beijing “was glad 
that after friendly consultations, the two 
sides have reached a solution”. 

Under the original agreement, the 
ECRL would have been built by state- 
owned China Communications Con¬ 
struction Company and operated by a 
Malaysian company that, according to 
the statement, “previously was to bear 
the entire cost of [the ECRL’s] operation 
and maintenance”. 

This burden would have included 
repayment of a RM56.7bn loan from the 
Export-Import Bank of China, equiva¬ 
lent to about 85 per cent of the project’s 
original cost 

Under the revised ECRL terms, CCCC 
and Malaysia will operate the rail line, 
linking Kuala Lumpur to southern Thai¬ 
land, through a50-50joint venture. 

CCCC was not available for comment. 
China Ex-Im Bank did not respond to 
requests for comment. 

The statement said Kuala Lumpur 
had already signed an accord to borrow 
RM39.1bn from China Ex-Im Bank for 
phase one construction, while the bal¬ 
ance of RM17.6bn was yet to be signed. 



South Korean president Moon Jae-in 
has stepped up efforts towards another 
summit with Kim Jong Un to restart 
stalled nuclear talks, just days after 
North Korea’s leader gave the US until 
the end of the yeartogiveground. 

Mr Moon yesterday welcomed the will¬ 
ingness of the US and North Korea to 
hold a third summit to break the 
impasse in nuclear negotiations after 
their failure to agree a denuclearisation 
deal in Hanoi in February. 

The Hanoi summit broke down after 
the US refused to lift economic sanc¬ 
tions in return for Pyongyang disman¬ 
tling just some of its nuclear facilities. 

“Now is the time to make prepara¬ 
tions and push for North-South Korea 
summit talks in earnest,” Mr Moon said. 
“As soon as North Korea is ready, I hope 
the two Koreas will have another sum¬ 
mit without being restrained by the 
venue and format” 

Donald Trump, US president, last 
week raised the possibility of meeting 
Mr Kim, who on Friday gave a deadline 
of the end of the year for a “bold deci¬ 
sion from the US” on nuclear talks. 


Mr Kim told North Korea’s parlia¬ 
ment he was willing to “try one more 
time” as long as the US stopped “the cur¬ 
rent way of calculations” and approach 
talks with the “right attitude and a 
methodology”, reported KCNA, North 
Korea’s state news agency. 


‘I hope the two Koreas will 
have another summit 
without being restrained 
by the venue and format’ 

Although Mr Kim kept the door open 
for diplomacy, he showed no signs of 
making concessions to reach a deal, say¬ 
ing the US was making suggestions that 
were “absolutely impractical”. He urged 
Washington to change tack, saying that 
Pyongyang would not budge under 
tough international sanctions. 

The North Korean leader criticised 
Seoul for resuming military drills with 
Washington and pressured South Korea 
to act in the interests of the Korean 
peninsula, rather than as a “mediator” 
for hostile forces. 

Although the US and South Korea 


have cancelled their annual large-scale 
joint military exercises to support diplo¬ 
macy aimed at North Korea’s denuclear¬ 
isation, they conducted smaller scale 
joint drills focused on defence and crisis 
management last month. 

On Saturday, Mr Trump praised his 
“excellent” relationship with Mr Kim in 
a post on Twitter, saying that North 
Korea had huge potential for economic 
development if sanctions were dropped 
in return for denuclearisation. 

However, analysts said the deadlock 
in nuclear talks was likely to continue 
even as North Korea tried to diversify its 
diplomatic outreach. There is mounting 
speculation that Mr Kim is likely to 
meet Russia’s President Vladimir Putin 
next week in Vladivostok for their first 
summit 

“Mr Moon seems too optimistic about 
the current situation but he needs to 
face a moment of truth,” said Kim Jae- 
chun, a professor at Sogang University 
and former government adviser. “It 
won’t be easy for him to persuade Mr 
Kim to accept a comprehensive nudear 
deal when North Korea has no intention 
of making concessions. He will find 
much narrower room for mediation.” 
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Israeli government 

Netanyahu set to form coalition 


Prime minister is in the 
driving seat for fourth 
consecutive term 

1LAN BEN ZION - JERUSALEM 

President Reuven Rivlin began meeting 
representatives from Israel’s political 
parties yesterday, the first step toward 
the formation of a government follow¬ 
ing last week’s elections. 

The U parties that won seats in the 
Knesset sat down individually with Mr 
Rivlin in order of size, led by Prime Min¬ 
ister Benjamin Netanyahu’s Likud, 
which emerged from the often-bitter 
contest as the winner with 36 seats. 

Rightwing Likud and its religious and 
nationalist allies together won a clear 
majority of 65 seats in the 120-member 
parliament, putting Mr Netanyahu in 
the driving seat for a fourth consecutive 
term as prime minister. 

No Israeli party has ever won an out¬ 
right Knesset majority, requiring coali¬ 
tions to be assembled from smaller par¬ 
ties. Each party will recommend to Mr 
Rivlin their candidate to form a govern¬ 
ing coalition. Neither Mr Netanyahu nor 
his main opponent from Blue and 
White, former army chief Benny Gantz, 
attended yesterday’s meetings. 

“The Israeli elections are over, but 
have not been completed,” Mr Rivlin 
said before his meeting with Likud. “We 
are here today in order to begin the 
process, which is meant to reflect the 
will of the dtizensofthe state.” 

Once chosen, the candidate has a 
month to assemble a coalition that can 
command a parliamentary majority. 

Mr Netanyahu criticised Mr Rivlin, a 
former Likud politician, in his cam¬ 
paign, saying that the president was 
“looking for an excuse” to give the for¬ 
mation of a government to Mr Gantz. 

However, Mr Netanyahu is expected 
to be able to form a government with the 
ultra-Orthodox and nationalist parties, 
whom he has referred to as his “natural” 
allies, including finance minister Moshe 
Kahlon’s economy-minded Kulanu 
party, which won four seats. 

“Netanyahu is in a much better posi¬ 
tion now with a smaller majority of 65 



Benjamin 
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than he was before with the majority of 
67 when Kahlon had 10 seats and was 
the kingmaker,” said Reuven Hazan, a 
political scientist at the Hebrew Univer¬ 
sity of Jerusalem. “So in this strategic 
game, Netanyahu is better off." 

The rightwing parties are set to begin 
trading ministerial portfolios in return 
for allegiance after the week-long Passo¬ 
ver holiday that starts on Friday. 

A fourth consecutive term as prime 
minister puts Mr Netanyahu on track to 
succeed founding premier David Ben 
Gurion as the country’s longest-serving 
leader. Mr Ben Gurion was prime minis¬ 
ter for 13 years and 127 days between 
1948 and 1954, and from 1955 to 1963. 
Mr Netanyahu, who was also prime 


minister for a term in the 1990s, would 
surpass that achievement in July. 

But the prime minister would be tak¬ 
ing office under the shadow of corrup¬ 
tion charges, after the attorney-general 
in February recommended that he be 
indicted for bribery, fraud and breach of 
trust pending a hearing. A date for that 
hearing has not yet been set, but has to 
take place before mid-July. Mr Netan¬ 
yahu has denied all the charges and said 
they are politically motivated. 

Professor Hazan said Mr Netanyahu’s 
legal woes could complicate his coali¬ 
tion in the future. “Keeping the govern¬ 
ment together because of the legal 
issues is going to make this a very inter¬ 
esting year,” he said. 


‘In this 
strategic 
game, 
Netanyahu 
is better off’ 


Law and Justice party 

Poles wooed with tax 
cut ahead of elections 


JAMES SH0TTER — WARSAW 

Poland’s ruling Law and Justice party 
has unveiled details of a 10.4bn zloty 
($2.75bn) tax cut as it seeks to woo 
voters in European and national parlia¬ 
mentary elections this year. 

Recent polls have suggested a dose race 
between Law and Justice and a coalition 
of opposition parties in the race for next 
month’s European elections, which both 
sides are hoping to use as a springboard 
for national elections in the autumn. 

In a bid to shore up its position, Law 
and Justice has in recent weeks unveiled 
a series of higher spending pledges, 
induding expanding its flagship child 
benefit programme and higher payouts 
for pensioners, as well as promising to 
cut taxes. 

The giveaways have drawn warnings 
from rating agencies that Poland’s 
budget defidt — which has fallen amid a 
sustained economic boom and hit a 
multi-decade low of 0.5 per cent of 
national output last year - could come 
dose to the EU’s 3 per cent limit in2020, 
as well as encouraging public sector 
workers to demand pay rises. 

Teachers are entering the second 
week of a strike over pay and there has 
been speculation that doctors, who 
went on strike last year over the level of 
public health expenditure, could do so 

The most costly part of the tax over¬ 
haul is a rejig of Poland’s income tax 
bands. The country at present has a 
lower band of 18 per cent and a higher 

Knock-on effect: 

residents rally 
in support 
of striking 
teachers on 
Friday. 

Government 
giveaways may 
encourage other 
workers to 
strike over pay 
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band of 32 per cent. Under the reform, a 
new lower band of 17 per cent would be 
added. The government expects the 
change to cost 5.3bn zloty. 

It also plans to exempt people aged 
under 26 from income tax - which is 
forecast to cost 1.7bn zloty - and change 
the tax deductibles system, which is 
expected to cost 3.4bn zloty. 

Teresa Czerwinska, Poland’s finance 
minister, said the reform was progres¬ 
sive and would benefit the poorest in 
society most, as well as helping to boost 
economicgrowth. 

The government has raised its fore¬ 
cast for growth this year from 3.8 per 
cent to 4 per cent 

However, economists criticised the 
changes as unnecessarily complex. 

“Introducing a new tax rate to go to 
17 per cent from 18 per cent is a huge 
complication for a marginal benefit for 
the taxpayer. I’m surprised as it would 
have been much easier to increase the 
tax-free quota to get a similar result,” 
said Witold Orlowsld, chief economic 
adviser at PwC in Warsaw. 

“It looks like the finance ministry was 
trying to produce something that 
sounds like a big tax cut for political use 
but was actually as small as possible.” 

Separately yesterday, Mateusz 
Morawiecki, Poland’s prime minister, 
said the country would transfer all 
state-guaranteed private pension funds 
to individual retirement accounts as 
part of a long-awaited overhaul of the 
country’s pension system. 
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British Airways has decided to stop providing the Financial Times 
to passengers on flights, in lounges and at gates worldwide. We 
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on a range of other leading airlines. 



















. April 2019 


ARTS 


A tale of two Trumps 


| OPERA | 

Trump on Show 

Sunbeam Theatre, Hong Kong 


Ken Smith 

When facing an inscrutable US 
president, the Chinese are often 
confused about which Donald 
Trump they’re dealing with. 
Trump on Show, a new Cantonese 
opera, posits a fanciful alternative 
world in which the president has a 
twin brother living in China who 
speaks the language and remains 
generally honourable. 

Cantonese opera, the local vari¬ 
ant of China’s traditional stage 
form, once purely vernacular, has 
taken on classical trappings. Most 
support for the genre — including a 
new state of the art performance 
venue in West Kowloon — comes 
from the top down. By contrast, Li 
Kui-ming, a local feng shui con¬ 
sultant and arts impresario, 
reaches from the ground up. 

Since personally saving Hong 
Kong’s iconic Sunbeam Theatre in 
2012, Li has penned and produced 
dozens of new Cantonese operas 
for which the description “provoc¬ 
ative” would be an understate¬ 
ment. His 2016 show Chairman 
Mao managed to enrage both Hong 
Kong localists and the city’s pro- 
Beijing faction. 

Trump on Show picks up roughly 
where Mao left off, with Loong 
Koon-tin reprising his earlier title 
role before appearing as both 


Trump brothers. The Nixon-Mao 
talks (with a young Donald Trump 
inexplicably part of the delega¬ 
tion) eventually morph into the 
meetings between Trump and 
Kim Jong Un. Ping-pong gives way 
to basketball. International ten¬ 
sions are soothed by a recipe for 
organic ginseng and Coca-Cola. In 
a send-up of UFO conspiracies, the 
real president is eventually 
abducted to Venus, where all the 
women are beautiful and no jour¬ 
nalists can be found. A happy end¬ 
ing all round. 

Hollywood musicals, long an 
influence on the Cantonese stage, 
are pushed aside here by reality 
television and sketch comedy. Per¬ 
formances were uniformly superb, 
with a comparably young cast fit¬ 
ting Li’s script to traditional tune- 
types with effective comic timing. 

Comedy, though, was not the 
key purpose. Throughout the 20th 
century, Cantonese opera featured 
such figures as Hitler and Gandhi 
alongside historical Chinese 
heroes, less for satirical effect than 
to put current events (and non- 
Chinese ways) in a more graspable 
context. Li’s script packs a consid¬ 
erable history of Sino-American 
cultural interaction in between 
the laughs. 

At nearly three hours and 40 
minutes, Trump is in desperate 
need of pruning, but it scores 
bonus points for sheer audacity. 
And as Sunday’s noisy, sold-out 
audience proved, the old form still 
shows signs of commercial life. 

!.com/hk 

Chan Hung- 
chun, left, and 
Loong Koon-tin 
as Kim Jong Un 
and Donald 
Trump -ODaniMig 




Masterclass in disclosure: Maggie Smith in ‘A German Life’ - Hew Madams 


| THEATRE | 

A German Life 

Bridge Theatre, London 


Sarah Hemming 

To hold the attention of a 900-seater 
theatre like the Bridge single handed for 
100 minutes is quite something. To do so 
simply through storytelling, without 
ever moving from a chair, is even more 
remarkable. But then the artist in ques¬ 
tion is Maggie Smith, who has you in her 
hand from the moment she takes her 
seat as Brunhilde Pomsel and confides, 
mischievously, “I've forgotten such a 
lot” From then on it’s a masterclass in 
disclosure, as Smith, returning to the 
stage after 12 years, draws us into Pom- 
sel’s life, demonstrating with quiet 
understatement the way evil can slide 


into a country and take hold. It’s a bril¬ 
liant performance and, in its low-key 
ordinariness, completely chilling. 

The randomness of birth placed Pom¬ 
sel in early 20th-century Germany; a 
talent for shorthand saw her employed 
in Joseph Goebbels’ propaganda minis¬ 
try. Before she died, aged 106, she gave a 
series of interviews for the documentary 
Ein Deutsches Leben from which play¬ 
wright Christopher Hampton has drawn 
this monologue. We see an old lady 
recounting, in wandering fragments, 
sundry details of her life, but what we 
hear is terrifying: the way an ordinary 
person slips by degrees into accepting a 
fascist regime; the way the machinery of 
evil exploits apparent virtues—in Pom- 
sel’s case, obedience. “I was always con¬ 
scientious,” she says, recalling a girl who 
pridedherselfon“fittingm”. 

That initial, casual remark about for¬ 
getfulness proves telling: throughout, 
we are never sure how much she knew. 


how much she chose to know and what 
part memory plays in blurring the two. 
Her brothers donned brown shirts; Jew¬ 
ish neighbours vanished; protesters dis¬ 
appeared to be “re-educated”: “Nobody 
gave it a second thought” 

Trivia and horror bump shoulders in 
her account- she can’t remember who 
she voted for in 1933, but she remem¬ 
bers the flags; taken to a Nazi rally by 
her fully paid-up boyfriend, she remem¬ 
bers the smell of the crowd. Was her 
younger self’s determined ignorance 
deliberate? Is she deceiving us or her¬ 
self? To remain “unpolitical” at the 
heart of an extreme regime is in itself 

Ambiguity is this show’s currency and 
that extends too to Smith’s perform¬ 
ance. Both she and the text work by 
stealth, matching form to subject It’s by 
degrees that we, like Pomsel, are sucked 
from light to dark: Smith’s dry comic 
timing gets the audience on her side. 


only to shock them later. “She didn’t 
look that Jewish,” she says, casually, of 
her friend, Eva. “She was very pretty.” 
Meanwhile what begins fragmented and 
conversational becomes increasingly 
focused; Smith’s gestures become more 
agitated and her expression more 
intent In Jonathan Kent’s deft produc¬ 
tion, Anna Fleischle’s kitchen set slowly 
recedes to leave her isolated and sur¬ 
rounded by darkness. 

Sometimes she hesitates or forgets 
her way. Is this Smith or Pomsel? We’re 
not sure - a fact that blurs the line 
between the actor and her subject and 
between now and then. This is the play’s 
most pressing and sobering quality. 
“Nowadays I don’t think people would 
be stupid enough to fall for the kind 
of nonsense we fell for,” says Smith’s 
Pomsel. The uneasy laugh it prompts 
speaks volumes. 

To May 11, bridgetheatrexo.uk 
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Dance-pop that goes deeper 



Ludovic Hunter-Tilney 

Loss is important to dance music, in the 
Sister Sledge sense of getting lost in it. 
Liberation resides in the capacity to cast 
inhibitions aside and allow your body to 
explore its full expressive potential, or at 
least take part in a conga. 

There was a lot of expressive dancing 
at the first of Robyn’s two London shows. 
The Swedish singer was an animated 
and exuberant focus of attention, throw¬ 
ing down dance moves as though chal¬ 
lenging the audience to match her. Hap¬ 
pily for medical staff present, no one in 
the 10,000-capacity venue attempted to 
copy the hazardous forward roll and 
splits manoeuvre that she accomplished 
during “Call Your Girlfriend”. 

A dancer, Theo Canham-Spence, also 
had a prominent role, performing ele¬ 
gant contemporary dance movements 
to the clubby dance-pop. But the notion 
of getting lost in music was accompanied 
by another, deeper sense of loss. 

This emotional register has always 
been present in Robyn’s music. As an 
emergent teenage star in the 1990s, she 
had an album turned down by her US 
label for containing songs about abor¬ 
tion. Her best-known hit, “Dancing on 
My Own”, conveys a sense of sadness, 
although in a lighter-hearted fashion: it 


is about a jilted lover cast into solitude 
on the dancefloor. 

Her new album Honey follows a period 
of depression triggered by the end of a 
long-term relationship and the death in 
2014 of a close collaborator, the pro¬ 
ducer Christian Falk. For the show’s first 
song, “Send to Robin Immediately”, the 
singer (real name Robin Carlsson) stood 
motionless and without expression on a 
stage decorated in white. She was wear¬ 
ing white herself, an ice queen, as were 
most of the members of her band. 

Warm amber lighting flooded the 
stage for Honey’s title track, a fluid 
number with the consoling energy of a 
Kate Bush song. As though life was seep¬ 
ing into her, Robyn became more ani¬ 
mated. The dance moves began during 
the third song, “Indestructible”, full-pelt 
synth-pop on which she sang about not 


being alone. A costume change saw her 
re-emerge in a full-blooded red outfit 
A slick Ibizan chillout track, 
“Beach2k20”, did not translate well to 
the capacious venue. But otherwise 
Robyn handled the themes of loss with 
the agility and insight that have elevated 
her to highest echelons of dance-pop. 

with two drummers in the backing 
band, a number of songs entered a kind 
of disco trance state with hypnotic per¬ 
cussion, dub-style echoing effects and 
twirling dance movements. Time 
seemed to become condensed, as though 
arrowing in on what really matters. The 
aim was clarity, not escape. “Don’t let 
the noise confuse you,” she counselled in 
the last song, “Who Do You Love?”: 
“There’s something else if you listen.” 

robynxom 



Animated: 
Robyn on stage 
at Alexandra 


CLASSICAL MUSIC 


A Sheen of Dew on Flowers 

Barbican, London 


Hannah Nepil 

Joby Talbot, as this Barbican concert 
demonstrated, is a talented curator as 
well as composer. His new cantata, A 
Sheen of Dew on Flowers, has the quality 
of a museum exhibition, guiding us 
through obscure poetic fragments by 
women from all over the world, with the 
aim of telling us something useful. But 
what? Independent Opera commis¬ 
sioned the work to celebrate the recent 
addition of Queen Victoria’s coronet to 
the Victoria and Albert Museum’s col¬ 
lection, and in its programme notes, it 
focused on the life of the queen. But 
that seems to constrict what these 


jewel-like texts have to say, about the 
universality of love, and its accompany¬ 
ing emotions, from that thrilling first 
encounter to bereavement 

Some of the texts in this collection 
date back several hundred years, yet 
their vivid imagery — sensitively trans¬ 
lated by the American poet Jane 
Hirshfield - shocks us with its moder¬ 
nity. It’s easy to get swept up in the 
fervour of “True Love in every moment 
praises God”, by the 13th-century writer 
Mechthild of Magdeburg. It’s easy to 
appreciate the unflinching honesty of 
lines such as “What should I do with 
this body that lives stubbornly on?”, 
written, following a lover’s death, by 
the medieval Japanese court poet 
IzumiShikibu. 

And it’s easy, given the sensuousness 
of the texts, to see why Talbot selected 
them as his vehicle. His music capital¬ 
ises on their myriad colours, as well 
drawing on his experience as a TV, film 


and ballet composer. Tuneful and pre¬ 
dominantly tonal, it wraps itself around 
every word, producing an alluring 
sound effect for every metaphor, and 
building up to climaxes of considerable 
power. For all its theatricality, though, 
most of the musical interest lies in the 
vocal and percussion parts. 

which short-changed many core 
players of the Britten Sinfonia, who, ear¬ 
lier in the evening, had been deprived of 
the chance to prove their mettle in Men¬ 
delssohn’s Symphony No 3, Scottish, 
owing to Natalie Murray Beale’s rather 
inhibited conducting. 

Still, Talbot’s music played directly 
into the hands of the Britten Sinfonia 
Voices and the brilliant soloists, mezzo- 
soprano Kelley O’Connor and baritone 
Tobias Greenhalgh, whose impassioned, 
vocally lustrous performances ensured 
thatthisworld premiere made its mark. 


barbican.org.uk 
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FT BIG READ. LEX IN DEPTH 


Analysis of the groups finances reveals that it has just over three years to make a profit before it will need 
to raise fresh hinds. But under intense pressure from Facebook, and losing users, can it survive? 

By Elaine Moore and Tim Bradshaw 


Snap’s tight timetable 


I n the spring of 2017, global markets 

I crowned Evan Spiegel the new boy 

I king of tech. At just 26, Mr Spiegel 

I took his Los Angeles-based photo 
message and camera company 
Snap public for $24bn, making it the 
biggest IPO in years. The lossmaking 
company was valued more highly than 
Facebook, with a market capitalisation 
nearly 60 times bigger than sales. By the 
end of the year, stock-based awards 
made Mr Spiegel the highest-paid chief 
executive in the US. 

Two years on. Snap has suffered an 
executive exodus including two chief 
financial officers, the chief strategy 
officer and the head of human 
resources. After a disastrous redesign, 
user numbers have stopped growing. 
Shares now trade 30 per cent below the 
listing price. 

The social media network has gone 
from scrappy start-up to multibillion- 
dollar public stock to plotting its own 
recovery in the space of just eight years. 
The compressed timeline illustrates the 
late stage of Silicon Valley’s current 
investment cycle. 

This year is expected to set a record 
for tech IPOs from the likes of Lyft to 
Pinterest, Slack and Uber in terms of 
money raised and the size of listings. 
Like Snap, most are not yet profitable. 
All hope to be valued at large multiples 
of sales. Snap’s experience over the past 
two years suggests their finances may be 
judged more harshly once they swap the 
Silicon Valley bubble for public life. 

Mr Spiegel promises a turnround in 
2019. User numbers have steadied and 
the share price is rising. Problems at 
larger rival Facebook could present an 
opportunity. But the clock is ticking. 
According to Financial Times analysis 
the company has just over three years to 

‘Facebook has taken so 
much oxygen that everyone 
else is having trouble 
breathing. [Snap] has to 
find its niche and survive 

become cash flow-neutral before it will 
need to raise fresh funds. In that time, 
Snap must raise user numbers and cut 
costs while fighting off Facebook’s plan 
to neutralise all and any competition. 
No ‘Facebook ldller’ 


media company. But it [needs] 
to... find its niche and survive.” 

When Snap listed, there were plenty 
of jokes about the uncanny similarities 
between a company that created self- 
destructing messages and the risks 
involved in investing in a lossmaking 
organisation with few assets. The reve¬ 
nue multiple it sought was higher than 
both Twitter and Facebook’s had been 
when they listed and it was losing more 
money. Its founders retained near total 
control by only selling shares with no 
voting rights. 

Yet the chance to buy into a new social 
media platform encouraged investors to 
throw caution to the wind. On the first 
day of trading the stock rose 44 percent 

In many ways Snap looks a good bet 
Social media networks are still growing. 
China’s WeChat developed by Tencent 
has over lbn monthly users. YouTube 
has dose to 2bn. Facebook has over 2bn 
monthly users across all its platforms. 
The success has encouraged new 
entrants such as video platform TikTok. 

Like other social media companies 
Snap makes most of its money by selling 
adverts. And digital advertising is 
booming. This year, the market will 
exceed traditional ad spending in the US 
for the first time, according to eMar- 
keter. By 2020 it is estimated to reach 
$150bn. Even better. Snap brims with so 
many ideas that it tends to make its 
competitors look slow and tired. Fea¬ 
tures like augmented reality rainbow¬ 
vomiting douds painted over videos 
and photos were an instant hit 

The problem is that not every idea is a 
winner. Mr Spiegel’s decision to change 
how users follow celebrities and mes¬ 
sage friends in 2017 prompted a back¬ 
lash from “influences” like Kylie Jen- 
ner and regular users. 

Snap declined to comment for this 
artide but in an interview last year, Mr 
Spiegel told the FT that the company’s 
mistake was moving too fast for its audi¬ 
ence to keep up. 

Yet in another key part of product 
development Snap has been too slow. 
Mr Spiegel promised users, and inves¬ 
tors, an overhaul of its Android app - 
which had been neglected as Snap prior¬ 
itised iPhone owners - in 2017. The 
update is vital if Snapchat is to broaden 
its appeal outside the US, where Apple 
has a far larger market share than in 
most of the rest of the world. But after 
prolonged delays, the full roll-out will 
only be completed by the end of 2019. 


From the beginning, Mr Spiegel’s for¬ 
tunes have been entwined with Mark 
Zuckerberg’s social media giant. His 
pedigree as an elite college dropout 
allied with a hit social media idea echoes 
Mr Zuckerberg’s almost perfectly. 

Snap’s smartphone-designed, cam- 
era-centric messaging app Snapchat 
made Facebook look old-fashioned 
when it gained popularity in 2012. Teen¬ 
agers flocked to the new network, 
delighted that their parents, who were 
panicked by the idea that it was a sex- 
ting app, did not understand how it 
worked. By 2013, about 400m photos 
and videos per day were being sent via 
Snapchat — more than the number 
shared on Facebook-owned Instagram. 
Brands and media companies such as 
CNN, BuzzFeed and Starbucks were lin¬ 
ing up to sign deals. 

Facebook’s response was to try to buy 
the upstart. When rebuffed, it swiped 
Snapchat’s most creative features, 
including cute, animal ear selfie filters 
and collections of disappearing pictures 
and videos called Stories for Instagram. 
The cut and paste job was shameless. 
But it was both legal and effective. Insta¬ 
gram Stories now has more users than 


Snapchat is still popular. Over 186m 
people use it each day—60m more than 
use Twitter. But while user numbers are 
high, they are declining. This is a bigger 
impediment to a steep valuation than 
financial losses. About 5m people have 
stopped using the app since last year, all 
but destroying the notion that Snap is a 
Facebook-killer. While Facebook’s mar¬ 
ket value has grown to reach the equiva¬ 
lent of over $250 per user, Snap’s is less 
than $90. 

“Facebook has taken so much 
oxygen that everyone else is 

having trouble breathing,” says _ 

Aswath Damodaran, a iMC. 

finance professor at New H** 

York University. “Snapchat 
is still attuned to a certain 
young demographic — it 
was the first video social 

Snap is to unveil a new 
version of its camera- 
toting Spectacles, or 
smartglasses 



Ahead of its time 

Unlike Facebook and Twitter, Snap still 
runs at a loss — $192m in the previous 
quarter, and $1.3bn for 2018. Both are 
an improvement on the previous year. 
But the cash the company has on hand 
has dwindled to about $1.3bn and it will 
struggle to raise fresh investor funds 
while its user count is down. 

“Arguably Snap listed years too soon,” 
says Michael Nathanson of research 
company Moffett Nathanson. “And it 
did not raise enough capital when it 
went public or take out cheap converti¬ 
ble debt so that it would have the pro¬ 
ceeds on hand when it needed them. 
Now it’s too late. No one will buy con¬ 
vertible debt unless they think the stock 
price is rising, and that is too uncertain.” 

The control wielded by Mr Spiegel 
and co-founder Bobby Murphy has 
made some investors uneasy. The pair 
hold roughly 97 per cent of voting rights, 
up from 88.5 per cent at the time Snap 
listed. That is largely to do with early 
investors with voting rights switching to 
non-voting shares in order to sell them. 

Without recourse to votes, the major¬ 
ity of investors have no say in the com¬ 
pany’s direction. That means Snap’s 
decision to cover the costs of operating 
an aircraft owned by Mr Spiegel is not up 
for discussion. The perk is not uncom¬ 
mon for executives of large companies. 
But it is a questionable luxury at a busi¬ 
ness with negative operating cash flow. 

Snap’s rapid and sustained share price 
fall since listing has deterred other tech 
founders from trying to claim similar 
voting rights, says Anne Sheehan, chair 
of the SEC’s Investor Advisory Commit- 
ee. Lyft, the ride-sharing com¬ 
pany, opted for dual-class shares 
but the founders did not seek the 
same level of control. “I think 
if the stock had per¬ 
formed well that share class 
arrangement would be a 
one-off,” she says. “Snap 
pushed the issue over 

Shares have begun 
to recover in recent 
months with the 
company tightening 
its grip on finances — 




Evan Spiegel hopes that 
augmented reality will 
help Snap make a profit 


Snap: from scrappy start-up to public company and beyond ... 
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a shift credited to chief financial officer 
Tim Stone, who joined the company last 
year. Some costs, however, cannot be 
cut. Snap expanded quickly by using 
external servers from Google and Ama¬ 
zon Web Services. This cost increases as 
it grows more ambitious and gains more 
users. Hosting costs accounted for 70 
cents per user in 2018 — up from 60 
cents the previous year. But negative 
operating cash flow also improved, by 
$50m in the last quarter, amid job cuts. 

Snap has lowered barriers for adver¬ 
tisers, moving from a direct sales ad 
team to an automated platform, and cut 
prices. Even as user numbers have 
stalled revenue, at $1.2bn in 2018, has 
risen. And there are more advertisers to 
attract in the US, Snapchat reaches 
more 13 to 24-year-olds than Instagram 
yet only a quarter of marketers use Snap 
while two-thirds use the rival platform. 

Since Snap listed its average monthly 
cash burn — the rate at which costs 
exceed money generated - has been 
$68m. If it can maintain the last quar¬ 
ter’s tight cost controls then this can 
slow to $33m - giving Snap more than 
three years to raise user numbers before 
it requires new funds. By that point it 
may be profitable. If not the company 
should take a leaf out of Tesla’s book and 
consider issuing convertible debt, which 
carries lower interest rates than plain 
vanilla bonds. 

Financial discipline 
To raise user numbers Snap needs old 
people. In social media terms that is 
anyone aged over 35. They may be less 
proficient at taking selfies but they do 
tend to be loyal to the platforms they 
adopt and appreciate the privacy 
afforded by Snapchat’s default to dele- 
tionand messaging system. 

Focusing on that goal will require a 
financial discipline the company has 
only just begun to demonstrate and one 
that runs counter to some of Snap’s 
grander ambitions. In January, Mr Stone 
announced he was leaving after just 
eight months. The concern is whether 
this will give the founders free rein to 

Snap trades at $12 a share, which 
means that its market value is 13 times 

Arguably Snap listed 
years too soon... And it 
did not raise enough capital 
when it went public or take 
out cheap convertible debt’ 

trailing revenue - far lower than it was 
when it listed. But it still trades at a 
higher multiple than Twitter, which has 
similar revenue growth but is profitable. 
This suggests investors are betting on 
Snap soon becoming profitable or 
revealinganewidea. 

Yet it has been a while since it dreamt 
up an idea that captured users’ imagina¬ 
tion. A move into gaming and extra orig¬ 
inal content, revealed in April, will help 
engagement and appeal to advertisers. 
But Snap is up against big spenders with 
similar plans at Facebook, Apple and 
Alphabet, the parent of Google. 

In the longer term. Snap’s big bet is the 
rise of augmented reality and the end of 
smartphones. Its camera-toting smart- 
glasses, Spectacles, sold poorly and 
required a near $40m write down of 
unsold inventory in 2017. Undeterred, 
Snap has released a second iteration. 

“We really see a future - it’s probably 
going to be more than a decade — but 
computing will stop beingconfinedbya 
little screen and will be overlaid on the 
world,” Mr Spiegel told the FT last year. 
“At that point we’ll have had years and 
years of learning and iteration [from 
people buying and using Spectacles] 
that is very very hard to replicate. That 
core understanding ofthe product is the 
differentiator." 

Yet smartglasses are still a niche prod¬ 
uct— too clumsy to be cool and lacking 
features that would make a phone obso¬ 
lete. At the same time, Snap is being out¬ 
played in its main business by Face- 
book, which has announced that it plans 
to focus on private conversations. 

Cost cutting and a rejig in advertising 
mean Snap has escaped immediate dan¬ 
ger. But it is too small to counteract 
Facebook’s economies of scale. Snap can 
coexist with the world’s largest social 
network, but Mr Zuckerberg’s business 
generates almost as much in annual free 
cash flow as the entire market capitali¬ 
sation of its smaller rival. Snap has a lit¬ 
tle over three years to settle its business 
and turn a profit before it runs out of 
cash. But Facebook can inflict plenty of 
damage before then. 
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Sudan’s new regime has 
still to prove its sincerity 

Protesters worry there is nothing credible to replace the old guard 


Now comes the hard part. It took four 
months of extraordinary protests by 
mostly young Sudanese to topple the 
geriatric regime of Omar al-Bashir. 
There is understandable euphoria on 
the streets of Khartoum. The experi¬ 
ence of countries that went through the 
Arab spring, from Egypt to Syria and 
from Libya to Yemen, however, sug¬ 
gests that severe dangers lie ahead. 

For the 30 years that Mr Bashir held 
office, the Sudanese state has been 
geared to one thing: keeping him and 
his cronies in power. Everything was 
sublimated to that aim. Elections were 
rigged and the opposition cowed. War 
was waged in Darfur. A huge chunk of 
national expenditure went on the 
defence forces, leaving other public 
services woefully neglected. Yet the 
military apparatus was also deliber¬ 
ately divided to ensure it was never 
strong enough to mount a coup. With 
the Bashir edifice crumbling, the con¬ 
cern is there is nothing credible or 
coherent enough to replace it. 

The first job is to dismantle the 
Bashir security state. It must be han¬ 
dled in such a way that does not cata¬ 
lyse mutiny or armed infighting. 
Thankfully, there has been little vio¬ 
lence since the fall of Mr Bashir on 
Thursday. This may prove to be a tem¬ 
porary lull. 

The military council running Sudan 
is anything but stable. Barely 24 hours 
after Lieutenant General Awad Ibn Ouf 
announced the coup, he, too, was gone, 
replaced by hitherto a less prominent 
general, Abdel-Fattah Burhan. Perhaps 
more significant, Salah Abdallah Gosh, 
the feared head of the intelligence serv¬ 
ices, was replaced. Protesters have 
taken understandable glee in such 
developments, joking that Lt Gen Ibn 
Ouf left office before his Wikipedia 
page could be updated. They are glad to 
see the back of Mr Gosh, closely associ¬ 
ated as he was with the worst excesses 


of the regime. Yet the Sudanese Profes¬ 
sionals Association, which led the pro¬ 
tests, is right to be cautious. There have 
been suggestions that the military is 
conducting an elaborate piece of politi¬ 
cal theatre to give the appearance of 
wholesale change, while actually main¬ 
taining its grip on power. 

Assuming its sincerity, the military 
council’s main task is two-fold. First, it 
has to negotiate with an amorphous 
opposition a credible form of interim 
government It has made a first step by 
meeting with representatives of dem¬ 
onstrators. It has yielded to some of 
their demands, including promising a 
transition to democracy. It foresees 
that process taking two years at most 
Slightly counterintuitively, some mem¬ 
bers of the opposition want to double 
that time, saying it will take four years 
to organise coherent political group¬ 
ings after years in the wilderness. That 
looks too long a limbo period, the dan¬ 
ger being that chaos could beat democ¬ 
racy to the punch. 

The second challenge is economic. 
Ultimately, it was the dire state of the 
economy - badly run, squeezed by 
sanctions and deprived of South Suda¬ 
nese oil revenue - that caused the 
Bashir regime to tumble. Protests that 
began four months ago were triggered 
by a sharp rise in the price of bread. 

The military men in charge will be 
hoping that they can persuade the US 
to drop sanctions. They will also want 
the international community to dig 
deep, although the cogs of interna¬ 
tional diplomacy are unlikely to move 
fast enough to provide immediate 
relief. That makes it incumbent on 
those who have displaced Mr Bashir to 
stabilise the economy promptly and to 
improve the lot of those driven by des¬ 
peration to topple the old regime. If the 
people now in charge cannot improve 
the economy quickly enough, they 
could be next to fall. 


Share the costs of cleaner 
air for the world’s cities 

London's new low emissions zone needs to secure public acceptance 


London’s creation of a new clean air 
zone for vehicles at the heart of the city 
last week is an ambitious and neces¬ 
sary move to improve the health of citi¬ 
zens. As global cities such as New York 
gradually bring in congestion charging 
schemes, additional penalties for driv¬ 
ers polluting the atmosphere are the 
rational next step. 

It is likely to become an influential 
test case for emissions penalties. Many 
Londoners have not yet woken up to 
the fact that older vehicles no w cannot 
enter the inner city zone without pay¬ 
ing up to £24 a day. From 2021, the 
clean air penalty will apply to a far 
larger zone of the capital, 18 times the 
size of the current one, and Sadiq Khan, 
London’s mayor, could find himself fac¬ 
ing a backlash from motorists. 

The need to curb emissions to pre¬ 
vent premature deaths from lung dis¬ 
ease and related conditions is undenia¬ 
ble. Up to 40,000 British people are 
estimated to die prematurely each year 
as a result of air pollution and research 
published last week suggested that air 
pollution, much from vehicle exhausts, 
causes 4m new cases of childhood 
asthmaglobally. 

This is not solely a London problem: 
many of the world’s biggest cities face 
the same challenge. But the UK has a 
poor record in air pollution, having 
been condemned by UK courts for its 
failure to obey European laws since 
2010. Responsibility has been devolved 
to cities, forcing places such as London 
and Birmingham to take action. 

London's new “ultra low emission 
zone” is a for-reaching public interven¬ 
tion, making it costly for petrol and die¬ 
sel cars that do not meet new EU emis¬ 
sions standards to reach the city centre. 
Unlike the congestion charge, intro¬ 
duced in 2003 in daytime hours, it 
applies around the clock. 

The new zone has already been 
expensive for transport companies and 


small businesses. Although black taxis 
are exempt from the emissions charge, 
private hire vehicles must pay it and 
Addison Lee, a large operator, has 
spent £40m on 1,200 new vehicles to 
comply. The fleet of 2,800 inner Lon¬ 
don buses has also been upgraded. 

Higher costs will fall on many house¬ 
holds, rather than chiefly on busi¬ 
nesses, when the zone is expanded to a 
large swath of London in 2021. In 
effect, it will make it prohibitive for 
many families to drive in cars that are 
more than a few years old. About 40 
per cent of the 100,000 vehicles that 
entered the congestion zone daily in 
March did not meet the standard. 

The principle is right — emissions of 
chemicals and fine particulate matter 
have to be addressed head-on as more 
of the world’s population moves to cit¬ 
ies. New York City’s planned conges¬ 
tion charge from 2020 is intended to 
help restore public transport, yet more 
action will be needed to curb air pollu¬ 
tion that is estimated to cause 2,700 
premature deaths a year in the city. 

Governments need to find politically 
acceptable ways of sharing the pain of 
radical public health measures. The 
gilets jaunes protests in France have 
shown how resentment against fuel 
charges can spiral into broader direct 
action. Following the new charges on 
old vehicles, London introduces later 
this year a £25m scrappage scheme to 
help low-income motorists with old 
cars switch to “greener” vehicles. 

But cities cannot solve the problem 
by themselves. Up to 30 per cent of UK 
air pollutants are estimated to origi¬ 
nate from other European countries 
and Britain cannot escape its own dean 
air responsibilities to the continent. 
Finding an equitable way to meet the 
costs of clearing the world’s atmos¬ 
phere is vital to achieving the 
undoubted benefits. No emissions zone 
is an island entire of itself. 
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The EU needs a new, contemporary anthem 


According to its website, the “EU 
Anthem” was chosen as an expression 
of “the European ideals of freedom, 
peace and solidarity”. Yet Schiller's 
“Ode to Joy” is a call to all humanity: 
“Duldet mutig Millione n! / Duldet fur die 
bessre Welti’’ (“Suffer on courageous 
millions! / Suffer for a better world!”); 
and it was this that inspired Beethoven 
rather than notions of European 
exclusivity, just-in-time supply chains, 
consumerism and so on. 

Many (neglected) Brexiters — who 


are not all either simple-minded or 
“populists” as many Financial Times 
columnists and even Greens repeatedly 
suggest — were similarly inspired in 
June 2016, and still believe that a UK 
out of the EU can indeed more easily 
build a “better world” by, for example, 
not draining developing countries of 
“highly qualified” individuals for sake 
of making the EU the seat of the 
world’s pre-eminent “knowledge- 
based” economy — the Council of 
Europe’s aim. But like Beethoven, they 


too are romantics and therefore, 
through the prism of western 
positivism, subversive. 

So perhaps it is time the Council 
chose a fresh, contemporary “EU 
Anthem” - for example Abba’s 
infectious “Money, Money, Money” — 
that better represents current western 
values than a redacted 200-year-old 
fragment, bom of revolution and 
darkened by association. 

JFSiebert 
Shetland, UK 


Kamikaze pilots would 
object to this analog)’ 

With reference to Philip Stephens’ 
column “Britain can now change its 
mind about Brexit” (April 12): would 
Mr Stephens mind not invoking the 
“Kamikaze” characterisation of those 
reckless and deranged Brexiters, 
please. My father flew a dive bomber in 
the Japanese Imperial Navy’s Special 
Attack Force, and was therefore a 
Kamikaze pilot in common parlance. 
He and his comrades would turn in 
their graves at being bundled together 
with the Johnsons, Rees-Moggs and 
Farages of modem-day Britain. 

The Kamikaze (“divine wind”) 


Bad tilings happen when 
marketing and finance 
types take control 

One series of quotes and comments 
particularly stands out in John Capper’s 
column reviewing the problems with 
Boeing’s 737 Max (“Boeing’s hubris 
blinded it to a lurking danger”, April 
U): those of Richard Aboulafia, an 
aviation analyst at Teal Group. 

Mr Aboulafia says Boeing has to 
refocus on engineering excellence and 
be less dominated by marketing and 
sales, and remarks that “engineering 
seems to have less priority”. If I recall 
correctly, Boeing had a similar problem 
with its delayed and problematic roll 
out of the 787 Dreamliner, when the 
management team was dominated by 
non-engineers. 

For decades now we have seen 
similar problems arise across a broad 
swath of other American industries, 
from the automotive, to the 
pharmaceutical, and even the 
healthcare sectors, where the common 
theme is that when marketing and 
finance types take control over 
engineers and other experts, bad things 

I first became aware of this 
phenomenon when I read David 
Halberstam’s excellent 1986 book The 
Reckoning, which details the decline 
and fall of the mighty American 
automotive industry in the 1970s 
(when finance and marketing types 
took control in boardrooms) and the 
concomitant rise of that of Japan (when 
engineers ruled the roost). Might I 
suggest that this book become required 
reading not only for MBA students, but 
also for executives and board members 
across America, lest history keep 
repeating itself. 

Dr Alexander P Anthopoulos 
PhoemxvUle, PA, US 

Portugal’s only growing 
industry is tourism 

Your “Big Read” article of April 11 
describes how Portugal is fast 
becoming the Brussels poster boy for 
“breaking free of austerity”. Having 
owned a house in the beautiful Douro 
Valley since 1983,1 have followed the 
fortunes of this delightful nation, 
upfront, for more than three decades. 

You observe that unemployment has 
halved to 6.7 per cent yet overlook the 
fact that, as you go on to report, during 
the recession “hundreds of thousands 
of mainly young, skilled workers, 
emigrated — a loss of more than 4 per 
cent of the working age population 
between 2008 and 2016”. In the village 
where our house is the streets used to 
be filled with locals out and about 
enjoying themselves. Now only stray 
dogs are left The boss of the 
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‘He’s like Tiger Woods before his 
comeback’ 


Symington Group (the owners of Dow, 
Graham, Wane and so on) told me that 
in his Douro village not a single child 
has been bom in the last two years. 

In reality, the only Portuguese 
industry that is growing rapidly is 
tourism, and that is because Brussels 
has channelled some of the surpluses of 
its northern member states into 
building superb roads, tunnels and 
bridges and subsidising the 
development of much-needed tourist 
facilities to the tune of 70 cents in the 
euro. 

Stephen Hazell-Smith 

Penshurst, Kent, UK 

Who today would earn 
J Pierpont Morgans trust? 

Your editorial “Dimon and Dalio 
capture the spirit of capitalist reform” 
(April 10) begins by referring to recent 
statements by billionaire capitalists 
Ray Dalio and Jamie Dimon expressing 
“passionate concern about the 
sustainability of the capitalist system” 
on the basis that it was generating 
massive income inequality and not 
serving the interests of most people. 

While I agree with their thoughts and 
commend them for going public, I 
believe that to attack this problem we 
must dig deeper. As a start I suggest 
reflecting upon the teachings of one of 
the earliest giants of capitalism, J 
Pierpont Morgan. When asked about 
criteria he used to evaluate potential 
loans, the central focus of his responses 
invariably involved the character of the 
borrower. He has famously been 
quoted: “A man I do not trust could not 
get money from me on all the bonds in 
Christendom. I think that is the 
fundamental basis of business.” Also: 
“Money equals business which equals 
power, all of which comes from 
character and trust” 

with the above in mind, we should 
ask which leaders of business today, 
the chief executives of some of the 


richest entities of capitalism, would 
qualify for loans from J Pierpont 
Morgan after fleecing their 
shareholders by paying themselves 
outsized salaries and perks while 
indulging in other shenanigans 
dedicated to inflating the short-term 
stock price but against the long-term 
interest of the company. Better still, 
what would Morgan say to a loan 
application from Donald Trump, the 
leader of the wealthiest capitalist 
country ever? 

To ask these questions is to answer 
them. Before cleansing capitalism, its 
captains must first dig down to basics, 
and start by cleaning up their acts and 
reforming their characters so that they 
might qualify for a loan from J Pierpont 
Morgan. 

Harold J Smith 
White Plains, NY, US 

Investor fickleness poses 
no threat to EM stability 

The readers of your report “IMF warns 
on ‘destabilising effects’ of rapid exit 
from EM passive funds” (April 11), on 
the risks to emerging markets from 
passive, index-driven investments, 
may benefit from a bit of context 

Your report notes the International 
Monetary Fund’s warning that an 
interest rate shock could “trigger an 
outflow of about Sll.Sbn”. While this 
number sounds formidable, it is worth 
bearing in mind that the total value of 
the EM fixed income asset class as of 
early 2018 was $24tn, 2,113 times 
larger than the outflow forecast Based 
on data from the Bank for 
International Settlements, the EM 
fixed income universe now comprises 
$3.3tn of bonds denominated in non- 
EM currencies, and $21tn denominated 
in EM currencies. 

In other words, the IMF has felt 
compelled to warn about passive 
selling equivalent to approximately 
0.05 per cent of the total asset class. A 
flow of such magnitude could certainly 
result in some temporary volatility, 
though mainly because the main 
market making global investment 
banks now hold very little inventory 
due to regulatory changes in recent 
years. The likelihood of such a flow 
having a severe impact on the ability 
and willingness to pay in EM countries 
is extremely small in all but the most 
mismanaged EM economies. 

Indeed, it is important to stress that 
the fickleness of foreign investors no 
longer poses nearly as great a threat to 
EM stability as in the past, because 
these days EM countries obtain nearly 
90 per cent of their financing from 
their domestic bond markets. 
DrJanDehn 
Global Head of Research, 

Ashmore Group, 

London WC2, UK 


strategy was utterly crazy and quite 
pointedly suicidal, but those who were 
mobilised to execute it would object to 
the analogy that Mr Stephens’ use of 
the term seeks to draw, such is the 
potential damage Brexit will inflict 
upon the UK, to an extent much 
greater than those hapless airmen ever 
did to Japan. 

Yuuichiro Nakajima 
Epsom, Surrey, UK 


Almost impossible to opt 
out of ad tracking business 

Often people will say “I’m glad I never 
joined a social media site”. However, I 
fear that many of them, as well as most 
politicians and some regulators, have a 
limited understanding of how these 
companies actually make money and 
how truly pervasive they are. 

Permit me to illustrate the ubiquity 
and market power using Facebook as 
an example. Facebook makes 89 per 
cent of its $5Sbn revenue from online 
advertising. The vast majority of this 
advertising is not from the Facebook 
site, but comes from adverts running 
on almost all websites worldwide (a 
recent study reports US online 
advertising is dominated by three 
players: Facebook with 22 per cent of 
online ad revenue, Google 37 per cent 
and Amazon 8 per cent). 

The advertising system works as 
follows: website owners install the 
Facebook advertising code, effectively 
a digital billboard, and Facebook sells 
those ad slots to advertisers, matching 
ads to users and charging more for 


religion, socio-economics, stage of 
buying cycle, recent actions and so on). 
Since most websites generate most 
revenue from ads, they actively install 
the ad systems from the leading 
players. 

To increase their ad revenue they’re 
actively encouraged to also install 
tracking code (for example the 
Facebook pixel code). This tracking 
code tracks and reports on users as 
they move between sites, their actions 
on site (visit, watch, download, 
purchase, buy, etc) and even moves 
between devices. These data are then 
“anonymised” to sell ads and also 
potentially resold as data summaries to 
third parties (at least until last year). 

All this tracking occurs whether or 
not you happen to be a 
Facebook/WhatsApp/Instagram user 
(which augments targeting even 
further). This tracking is ubiquitous 
across the web. A privacy tool (like 
Ghostery, Ad block or others) will show 
that most sites run on average between 
three and 10 of these tracking systems. 
I’m afraid it’s almost impossible to opt 
out of this “social media” (ad tracking) 
business. 

Simon Aspinall 
Geneva, Switzerland 


Staging ‘Mein 
Kampf’amid a 
darkening 
public discourse 


Warsaw 

Notebook 

by James Shotter 



When Jakub Skrzywanek heard that a 
far-right natio nalis t had burnt an 
effigy of a Jew at a 2015 anti-migrant 
protest in Wroclaw, one of Poland’s 
biggest cities, he was horrified. 

“I was bom in Poland after the 
[democratic transition], so I’m this 
first generation that lived in a totally 
democratic environment And when I 
saw [this] I thought something really 
dangerous is starting,” he says. “And it 
is. I never thought we would again 
have this... in our society.” 

Three and abit years later, the 
nationalist has been in and out of jail, 
and Mr Skrzywanek, a young director, 
has a play running in Warsaw’s Teatr 
Powszechny that grapples with hate 
speech and the radicahsation of 
Poland’s public discourse. 

The play is a dramatisation of 
excerpts from Adolf Hitler’s Mein 
Kampf- a profoundly provocative 
choice in a country that suffered 
hideously at the hands of Nazi 
Germany. But Mr Skrzywanek wants 
to confront audiences with the 
disconcerting parallels between the 
language used then and now. “How 
many words had to be said before the 
Holocaust happened?” asks the 
theatre’s synopsis of the play. “And 
how many more words will have to be 
said for history to repeat itself?” 

The vast majority of Poles are 
appalled by the aggression in their 
public sphere. But the incident in 
Wroclaw is not the only sign of 
extremism seeping into national 
discourse. Last week, a senator from 
the ruling Law and Justice party. 


Grzegorz Bieredd, said Poland should 
be “purged” of people who are not 
“worthy of belonging to our national 
community”. A low-circulation, far- 
right weekly ran a March headline: 
“How to spot a Jew”. 

In 2017, nationalists set up a mock 
gallows in the centre of the city of 
Katowice from which they hung the 
images of six Polish MEPs who had 
voted for a resolution that was critical 
of Poland in the European Parliament 

The most shocking jolt to the public 
consciousness came in January, 
however, when the mayor of Gdansk, 
Pawel Adamowicz, was murdered at a 
charity event Police said the alleged 
killer had a history of mental illness, 
but he blamed the opposition party, 
Civic Platform, as he stabbed 
Adamowicz, fuelling debate about the 
impact of Poland’s darkening public 
discourse. 

“I think people have taken [the 
question of hate speech] more 
seriously especially because of the 
assassination in Gdansk,” says Rafal 
Pankowski, from the Never Again 
Association, an anti-hate crime group. 
“Obviously it existed before, it existed 
for years — I have been dealing with it 
for more than two decades now - but 
this year I think more people woke up 
to the reality of the issue.” 

The Powszechny, whose motto is 
“theatre that gets in the way”, has 
often clashed with the rightwing Law 
and Justice party since it took power 
in 2015. One minister dismissed the 
latest production as the work of 
people “from a parallel world who see 


phenomena which don’t exist in 
Poland". But Mr Skrzywanek says that 
his aim is not to point the finger at 
particular individuals or parties. 

In one scene, actors wearing masks 
of the two antipodes of Polish politics. 
Law and Justice's founder Jaroslaw 
Kaczynski, and his centre-right rival 
Donald Tusk, stalk the stage to 
excerpts from Mein Kampf on 
propaganda. By the end of the scene 
they are both dead, and only a black- 
dad, maskless figure remains. The 
message, says Mr Skrzywanek, is not 
to brand a contemporary politician as 
the next Hitler. Rather, he worries 
that it is what emerges from the debris 
of today’s spiralling rhetorical dashes 
that could be the real danger. 

To guard against this, the play urges 
the audience to ask uncomfortable 
questions rather than simply blaming 
their ideological opponents. A scene 
involves a family sitting at a dinner 
table, while one character embarks on 
a 13-minute anti-Semitic diatribe. No 
one interrupts. The question is to 
what extent sodety more broadly is 
entangled in the resurgence of hate- 
filled ideologies. 

“I was also in situations in my life 
where someone started to talk.. . like 
this, and I started to ask myself, why 
didn’t I stop them?” says Mr 
Skrzywanek. “It was really important 
to confront the audience with this 
kind of language and make them ask: 
‘How many times didn’t I stop such a 
situation?’” 


james.shotter@fLcom 
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Brexit has broken the political parties, not the constitution 



B ritain’s Parliament Square 
has returned to a kind of 
peace. MPs are off on their 
Easter break, thanks to the 
latest Brexit deadline exten¬ 
sion. Most of the protesters are taking 
an Easter break too, it seems, and have 
suspended their pageantry of 12-foot 
banners and elaborate costumes, com- 
petingfor the world’s attention. 

But the presumption, now common¬ 
place, that the UK’s constitution and 
political system are broken has 
remained. That seems an unnecessarily 
fearful conclusion, as well as a misread¬ 
ing of what has changed. There have 
been some shifts in parliamentary pro¬ 
cedure. They may turn out to boost par¬ 
liament’s powers in the future. But the 
deadlock owes everything to the pecu¬ 


liar, divisive nature of Brexit and to 
minority government. Many of the 
apparent improvisations would not out¬ 
last the return of a government with a 
majority. 

The real change is in politics itself—in 
the disintegration of the big political 
parties and of voters’ allegiances. That is 
not a death knell for Britain’s ability to 
govern itself. It is the requirement for its 
politics to flourish in the future. 

What we have seen for two years is a 
battle between parliament and the exec¬ 
utive. Undeniably, some aspects have 
been startling. Before the 2011 law that 
set parliamentary terms at five years, it 
was unthinkable that a government 
might lose a vote on its main policy 
(never mind several) and simply not 
leave. Apiece of legislation intended to 
remove power from governments, 
namely the ability to call elections to a 
timetable that suited themselves, 
appears to have strengthened it. 

But it is hard to argue that this really 
gives governments more than a tactical 
edge at certain moments. The opposi¬ 
tion still has the ability to call votes of no 
confidence. What does deserve more 


attention is one of the key aspects of that 
act, nowmuchonparliamentary minds: 
if a government loses a vote of no confi¬ 
dence, but rival groups claim an ability 
to form a government in the two-week 
period that follows, who decides? 
Please, not the monarch, Buckingham 
Palace has quietly said. 

The Brexit drama may yet force an 
answer to that question, in which case 


Elections in May will show 
whether the Tories and 
Labour still command 
widespread support 

we will indeed have an important inno¬ 
vation. But many of the other novelties 
of Brexit would not survive the return of 
majority government The breakdown 
of cabinet collective responsibility? Of 
the party whipping system? Party disci¬ 
pline might well return quickly if whips 
and the prime minister were able to 
dangle the lure of promotion and cabi¬ 
net jobs. More interesting but subtler is 


whether MPs retain a sense of inde¬ 
pendence. “I’ve come to think of the 
party whip as advisory,” one MP said 
recently, a mindset that would have 
been unthinkable before Brexit 

New precedents may also turn out to 
have changed the balance of power 
between government and parliament 
The volume of secondary legislation 
required by Brexit seemed to give the 
government more freedom to avoid 
scrutiny. But parliament countered with 
tools to extract information, from the 
antique “humble address” to a motion 
holding the government in contempt of 
parliament. So far, though, these tactics 
have represented a tug of war, with no 
permanentshiftof powers either way. 

The paralysis over the decision to 
leave the EU doesn’t, however, reflect a 
broken constitution. The deadlock 
accurately reflects the peculiar political 
circumstances: a deep split within a 
minority government and no majority 
in parliament for any version of Brexit 
The deadlock will be broken in the end 
by the passage of events, even if we can¬ 
not foresee whether a general election, 
EU deadlines or even the emergence of 


House of Commons support for a second 
referendum is the catalyst. 

What is really changing is politics. The 
result of the local and European Parlia¬ 
ment elections next month will show 
whether the big parties can still com¬ 
mand widespread support and whether 
the newly formed Change UK group or 
Nigel Farage’s Brexit party can make 
headway. 

That kind of fracturing of parties is 
entirely appropriate for a complex 
country with a population approaching 
70m. If another coalition government is 
elected, you could see the question of 
proportional representation rising up 
again, even though the main parties 
have no incentive to encourage it, and 
the nation expressed a shrug of indiffer¬ 
ence in the 2011 referendum on the vot¬ 
ing system. 

But the deadlock of Brexit is a political 
failure, not a constitutional one. The 
voting system and the state of the par¬ 
ties are a better cause for reform in 21st- 
century Britain than the constitution. 

The writer is director of the Institute for 
Government, a think-tank 


Why Trump 
is good 
for China 


Gideon I 
Rac liman 
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D onald Trump has been in 
office long enough for cer¬ 
tain patterns to emerge in 
his behaviour. The US presi¬ 
dent likes to create a crisis, 
let it run a while and then announce that 
he has solved it. He will frighten friend 
and foe alike with dire threats, before 
striking an agreement that he self-certi- 
fies as “tremendous”. In reality, the new 
deal will often be superficial and the 
underlying issues will remain largely 
unaddressed. 

This is the model that the Trump 
administration has followed with North 
Korea, as well as with Mexico and Can¬ 
ada. And it is the model that is pretty 
clearly going to emerge in Mr Trump’s 
“trade war” with China. 

In a few weeks time, the US president 
will declare a great victory. His loyal 
aides will play along. Butthe underlying 
reality will be that not much has actu¬ 
ally changed in the economic relation¬ 
ship between the US and China — in the 
same way that not much changed in the 
trade relationship between the US, Can¬ 
ada and Mexico after Mr Trump’s team 
renegotiated the North American Free 
Trade Agreement 

Just as North Korea has not actually 


scrapped its nuclear weapons, so China 
will not actually scrap its system of state 
subsidies for industry, the most funda¬ 
mental way in which Beijing disadvan¬ 
tages foreign competitors. 

Instead, the Chinese are likely to buy 
off Mr Trump with pledges to purchase 
lots more American goods. They will 
also open up more sectors oftheir econ¬ 
omy to US investment and tighten laws 
on intellectual property. This will prob¬ 
ably not affect America’s trade deficit 
with China. And it will certainly not 
impair China’s drive for dominance in 
the technologies of the future. 

But calling off the trade war will not be 
the only gift from Mr Trump to Chinese 
president Xi Jinping. For Mr Trump has 
already disarmed America in an even 
more important battle - the battle of 

That matters because America’s most 
potent weapon in its emerging contest 
for supremacy with China is not its 
economy, nor its aircraft carriers, but its 
ideas. The notion that abstract princi¬ 
ples like “freedom” and “democracy" 
are powerful American assets is some¬ 
times dismissed as liberal wishful- 
thinking. But Chinese actions suggest 
otherwise. The government of Mr Xi 
does its utmost to suppress the circula- 
tion of liberal and western ideas, censor¬ 
ing the internet and cracking down on 
dissidents, students and human rights 
lawyers. 

The fact that previous US presidents 
spoke up for human rights was more 
than an irritant to the Chinese one- 
party state - it was a threat. There was 
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no better symbol of this than the “God¬ 
dess of Democracy”, built by pro-de¬ 
mocracy demonstrators in Tiananmen 
Square in 1989, which bore an uncanny 
resemblance to America’s Statue of 
liberty. 

The Tiananmen uprising was bloodily 
repressed and the “Goddess” was tom 
down. But Chinese liberals have contin¬ 
ued to look to America for inspiration 
and support. Human rights were only 
one item on the US agenda when dealing 
with China. But they were a crucial part 
of what America stood for in the world. 

Sadly, that has now changed. As a can¬ 
didate, Mr Tramp gave a very ambigu¬ 
ous reply when asked about the Tianan¬ 
men massacre of 1989, stating: “they 
were vicious, they were horrible, but 
they put it down with strength.” As pres- 

The US president 
has praised his 
counterpart Xi 
as a ‘great leader’ 


ident, he has made it dear that he is an 
admirer of authoritarian strongmen 
around the world. 

The US state department continues to 
issue an annual report on human rights 
worldwide, which has strong things to 
say about China. But the message com¬ 
ing from the Oval Office is rather differ¬ 
ent. On various occasions, Mr Trump 
has praised Mr Xi as “agreat leader” and 
a “very good man”. 

This matters because MrXi is actually 
the most authoritarian leader of China 
since the death of Mao Zedong in 1976. 
MrTramp’s over-the-top praise for him 
risks giving the American stamp of 
approval for repression in China. When 
Mr Xi abolished presidential term lim¬ 
its, making it possible for him to rule for 
life, Mr Trump’s response was to joke 
that America should consider that 
model of government. 

But repression in Mr Xi’s China is no 
laughing matter. Controls on the media, 
the internet and universities have all 
been tightened significantly since he 
came to power in 2012. And there has 
been an unprecedented crackdown in 


the province of Xinjiang, with up to lm 
Uighurs confined to “re-education 

Compared to China, America still pro¬ 
vides an inspiring example of a free soci¬ 
ety in action. But the fact that the US 
president regularly trashes the “fake 
news” media, and that his administra¬ 
tion has separated thousands of illegal 
migrants from their children at the US 
border, blurs what should be a bright 
line between the practices of a democ¬ 
racy and those of anauthoritarian state. 

The resolution to the trade dispute 
may do further damage. Mr Trump 
shows every sign of wanting to move on 
from his battle with China, and to 
declare a new trade war on the EU and 
Japan. In doing so, the president will 
drive a wedge through the middle of the 
western alliance, making it all but 
impossible to take a co-ordinated 
approach to China. 

If that happens, Mr Trump will look 
less like China’s toughest adversary and 
more like the answer to Mr Xi’s prayers. 

gideon.rachman@ft.com 


How tofunnel capital to the American heartland 


Bruce 

Katz 


O verthe pastyear, economi¬ 
cally distressed communi¬ 
ties across the US have 
been engaged in an intense 
discussion about mobilis¬ 
ing private capital. Why? As mayors, 
governors, real estate developers, entre¬ 
preneurs and investors have learnt, bur¬ 
ied in the 2017 Tax Cuts and Jobs Act 
was a provision that created a signifi¬ 
cant tax incentive to invest in low-in- 
come “opportunity zones” across the 
country. 

The law was promoted by its sponsors 
as a way to move market capital from 
wealthy coastal cities to the lagging 
heartland. And for good reason: more 
than three-quarters of venture capital 
currently flows to companies in just 
three states — California, Massachusetts 
andNewYork. 

Yet the law’s greatest effect, ironically. 


has been to unveil a treasure trove of 
wealth in communities throughout the 
nation. Some of the country’s largest 
investors are high-net-worth families in 
Kansas City, Missouri, and Philadelphia; 
insurance companies in Erie, Pennsyl¬ 
vania, and Milwaukee; universities in 
Birmingham, Alabama, and South 
Bend, Indiana; philanthropists in 
Cleveland and Detroit; and community 
foundations and pension funds in 
every state. 

These pillars of wealth mostly invest 
their market-oriented equity capital 
outside their own communities, even 
though their own locales often possess 
globally significant research institu¬ 
tions, advanced industry companies, 
grand historic city centres and distinc¬ 
tive ecosystems of entrepreneurs. 
The wealth-export industry is not a nat¬ 
ural phenomenon; it has been led and 
facilitated by a sophisticated network of 
wealth management companies, 
private equity firms, family offices 
and financial institutions that have 
narrow definitions of where and in what 
to invest 

The US, in other words, doesn’t have 


a capital problem; it has an organisa¬ 
tional problem. So how can capital flows 
be rewired to reverse the export of 

Three things stand out First infor¬ 
mation matters. The opportunity zones 
incentive has encouraged US cities to 
create investment prospectuses to pro¬ 
mote the competitive assets of their low- 
income communities and highlight 


The 2017 tax ait created 
an incentive to invest in 
low-income opportunity 
zones’ across the LIS 

projects that are investor-ready and 
promise competitive returns. 

Dozens of cities with diverse market 
conditions have already published their 
own prospectuses, following a common 
template promoted by Accelerator for 
America, a new intermediary led by Los 
Angeles mayor, Eric Garcetti. With fur¬ 
ther refinement, investment prospec¬ 
tuses could become a ubiquitous mar¬ 


ket tool to match eager investors with 
worthy investments. 

Second, norms and networks matter. 
The opportunity zone market will be 
enhanced by the creation of “capital 
stacks” that enable the financing of 
community products such as workforce 
housing, commercial real estate, small 
businesses (and minority-owned busi¬ 
nesses in particular) and clean energy, 
to name just a few. Initial opportunity 
zone projects are already showing crea¬ 
tive blends of public, private and civic 
capital that mix debt, subsidy and 
equity. As innovative financial packages 
in one city are codified, they can then be 
adapted to others. 

Finally, institutions matter. Opportu¬ 
nity zones require cities to create and 
capitalise new institutions that can 
deploy capital at scale in sustained 
ways. Some models already exist. The 
Cincinnati Center City Development 
Corporation, backed by patient capital 
from Procter & Gamble, has driven the 
regeneration of the Over-the-Rhine 
neighbourhood during the past 15 years. 
Washington University in St Louis 
deployed a small portion of its vast 


endowment to help create the Cortex 
innovation district, now a thriving hub 
for start-ups and scale-ups that com¬ 
mercialise university research. These 
models can easily be adapted to cities 
across America, unlocking local capital 
and stimulating business demand in 
areas long devoid of investment 

More institutional innovation, how¬ 
ever, is needed. As Ross Baird, author of 
The Innovation Blind Spot, has argued, 
the US must create a new generation of 
community quarterbacks to provide 
budding entrepreneurs with business 
planning and mentoring, matching 
them with risk-tolerant equity. These 
efforts will succeed if they unleash the 
synergies that flow naturally from 
urban density. New institutions will not 
have to work alone, but hand-in-glove 
with the trusted financial firms that 
manage this locally-generated wealth. 

The irony is rich. A federal tax incen¬ 
tive intended to entice coastal capital 
into the heartland may end up helping 
to keep local capital local. 

The writer is director of the Nowak Metro 
Finance Lab at Drexel University 


Tainted 
philanthropy 
threatens 
global giving 


phii 

Buchanan 


C haritable giving worldwide 
supports a diverse and vital 
group of non-government 
organisations working on 
issues from disaster relief 
and global poverty to educational 
opportunities for girls. But today, at 
least in the US, it faces what experts 
warn may be the beginnings of a decline 
due to a recent trend of lower giving 
among small-gift givers. Initial projec¬ 
tions show giving in 2018 in the US may 
have increased at a slower rate than 
inflation - Blackbaud Institute for Phil¬ 
anthropic Impact pegs the increase at 
just 1A per cent, down from a more than 
5 percentincreasethepreviousyear. 

Decreases among everyday donors 
would be cause enough for concern on 
its own. But there is another looming, 
less discussed, threat: giving among the 
biggest donors worldwide may also fall 
as their charitable efforts are increas¬ 
ingly caricatured as self-protective 
ruses. In the case of the Sadder family, 
some of whom own Purdue Pharma - 
who appear to have used their philan¬ 
thropy to burnish their reputations with 
one hand while fanning the flames of the 
opioid epidemic with the other — the 
shoe fits. The Sacklers have suspended 
their giving to UK museums, amid 
increasing wariness about being associ¬ 
ated with the family name. 

It’s tempting to portray the Sacklers 
as the norm, and many can’t resist. The 
very rich, once criticised for not giving 
enough of their fortunes away, are now 
; being chastised for being too philan- 
| thropic. Dutch Historian Rutger Breg- 
man made a viral splash at Davos when 

Charitable donations are 
increasingly caricatured 
as self-protective 
ruses for the rich 

he took the World Economic Forum’s 
attendees to task, suggesting they 
should stop talking “about all these stu¬ 
pid philanthropy schemes” and “start 
talkingabouttaxes”. 

Others argue that philanthropy is just 
another way for the wealthy to exercise 
power. The writer AnandGiridharadas, 
calls out those, like the Sacklers, who 
use philanthropy as a way to distract or 
deflect from unethical business. But he 
goes too far when he suggests that “phi¬ 
lanthropy launders bad reputations”. 

This generalised cynicism originates 
with those who are understandably 
frustrated about wealth inequality but 
misdirect that frustration in a way that 
threatens to erode cultural norms about 
helping others - and about the impor¬ 
tance of charity. Of course, critique is 
vital. But a cynical, generalised dis¬ 
missal goes too far. Why give if all you 
get is grief? The worry is that those who, 
unlike the Sacklers, have done nothing 
wrong, will also retreat 
Most of the major donors I have 
worked with over the past 17-plus years 
have been motivated by a desire to ben¬ 
efit others. I am glad Bill and Melinda 
Gates have focused on global health, 
contributing to a dramatic decrease in 
childhood mortality. Philanthropy has 
supported research and experimenta¬ 
tion on much of what we take for 
granted in modem life, from vaccines to 
the internet At the community level, 
giving supports organisations and lead¬ 
ers doing crucial work in areas from arts 
and culture to human services. 

In the US especially, critics seem to 
have conflated their unhappiness with a 
system they believe taxes the wealthy 
too lightly with a critique of giving that 
they believe is designed to distract from 
that system. But many among the ultra- 
wealthy want to see themselves taxed at 
a higher rate, as Warren Buffett and oth¬ 
ers have repeatedly argued. 

One major American donor, who 
made hundreds of millions of dollars at 
a technology company, recently told me 
he thought it was absurd that he pays 
under 30 per cent in federal tax simply 
because capital gains are taxed at a 
lower rate than other income. Perhaps 
taxation will change. Meanwhile, he 
said, “my question becomes, how do I 
make a difference with the wealth I 
have?” His focus on doing good with his 
significant resources - which, as is true 
for many, he never expected to have - 
should be encouraged, not derided. 

The writer is president of the Center for 
Effective Philanthropy and author oj 
‘Giving Done Right" 
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Liquefied natural gas: ship it in 

Asia Is driving rising demand for LNG but a mild winter has pushed prices lower in recent months. At current 
prices, US exports to the region are not profitable. Nevertheless, Asia will continue to provide LNG demand 
growth as countries such as India and China seek cleaner power compared with thermal coal. 
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Goldman Sachs: 
wish you were here 

Lloyd Blankfein tweeted sarcastically 
last week that he missed testifying in 
front of Congress. His successor as 
Goldman Sachs chief executive, David 
Solomon, was at the time being grilled 
by resurgent Democrats targeting Wall 
Street Mr Blankfein probably did not 
miss yesterday's first-quarter earnings 
call either. Goldman announced that 
profits fell a fifth, year over year. Its 
business model is clearly in a painful 
and slow transition. The shares are off 
more than a fifth in the past year, much 
worse than rival JPMorgan. 

In the first quarter of 2018, fuelled by 
tax cuts, and strong sales and trading 
revenue, Goldman recorded a juicy 
return on equity of more than 15 per 
cent Its ROE in this period of 2019 
dropped to 11 per cent Partly blame 
fixed income trading. Revenue fell by a 
tenth. Investment banking income was 
essentially flat, although only because 
M&A revenue (made up of deals 
announced several months ago) 
jumped by half. That compensated for 
big drops in debt and equity 

Goldman’s formidable principal equity 
investing unit also fell by a fifth. 

In fairness, Goldman took action by 
cutting pay costs by more than 20 per 
cent The bank plans to invest to 
reorient its businesses, particularly 
around technology. Within investment 
banking, it is creating a dedicated 
group to service companies with 
enterprise values under $2bn. Why 
would such companies want to work 
with a big-game hunter like Goldman? 
Its new corporate cash management 
product, say executives. Presumably 
this will be supplemented with its first- 
rate deal advice. Goldman also said it 
would de-risk its private equity 
investments by encouraging in third- 
party funds, which then would bring in 
management fees. 

Goldman admits that its business 
must be reshaped into something 
leaner. Even as the bank says that it is 
committed to fixed income trading, 
risk-weighted assets for that division 
have fallen 40 per cent in the past five 
years. But it has accumulated $46bn in 
online banking deposits to lower its 
cost of funding and says that $4tn 
worth of such money is available. (A 
recent tie-up with Apple over a credit 


card typifies its new consumer banking 
approach). But rejigging Goldman 
Sachs, however sensible the strategy, 
will require plenty of patience. 

Mr Blankfein knew what he was 
doing when he chose his time to retire. 


Publicis: 

Epsilon’s alpha 

The rise of digital media has brought 
new tribes to Adland. Old-school 
creatives are forced to rub shoulders 
with data scientists and consultants. A 
push into data analytics by Paris-based 
advertising group Publicis is the latest 
example. The owner of names such as 
Leo Burnett and Saatchi & Saatchi has 
acquired Epsilon, a digital marketing 
agency, for $4.4bn in cash. 

Its share price initially rose 4 per 
cent to €49. The price tag came as 
some relief to investors. Talk of a $5bn 
deal at the start of the month pushed 
the shares down to €46, the lowest 
since 2012. Publicis will need its 
persuasive skills to convince investors. 
Its acquisition of digital transformation 
specialist Sapient for $3.7bn in 2014 
resulted in a $L5bn writedown. Epsilon 
also has problems. The bankruptcy of 
some of its retail clients reduced 
revenues by 4 per cent last year. 

Combining creativity with 
technology is not an easy mix, whoever 
tries it The purchase of buzzy agency 
DrogaS by consultancy Accenture 
earlier this month met with scepticism. 
Industry veterans warned of culture 
dash. But there are reasons to be 
positive even so. Publicis is paying a 
multiple of 8.2 times adjusted 2018 
ebitda, a cash earnings measure. 

A similar price is reportedly being 
sought by WPP for its market research 
arm Kantar. But it compares 
favourably with Interpublic’s $2bn 
purchase of data business Acxiom last 
year for 11.5 times adjusted ebitda. The 
funding costs - pushing net debt-to- 
ebitda from 0.9 times to 2.4 times - 
should be manageable. 

And it is hard to fault the logic. The 
industry’s traditional income sources, 
such as TV commercials, are being 
eroded. Cutbacks by consumer goods 
clients shrunk Publids’s organic 
revenues by 1.6 per cent in the first 
quarter. Advertisers need to focus on 
data analytics as spending shifts online. 
With tech groups and consultandes 



Any quip about demand for natural 
gas blowing hot and cold is not idle 
chatter. Weather variation makes a 
big difference to energy needs for 
heating and cooling. Consider what 
has happened in recent months to 
the liquefied natural gas market. 

A relatively warm winter in north 
Asia has knocked down record high 
prices for LNG cargoes by half since 
October to levels not seen in three 
years. That situation will not last 

For one thing, the demand for LNG 
has shifted more than ever towards 
China. Asia always consumed plenty 
of the gas produced in the Australasia 
region, but China has tried to shift 
away from thermal coal use for 
power in recent years. Korea and 
Japan are the other Asian 


heavyweights in LNG demand. India, 
too, is coming on strong. It is the 
world’s fourth-Iargest destination for 
LNG imports. That demand shift has 
pulled any available spot LNG cargoes 
— deliveries made within three months 
of a transaction - in the direction of 
Asia, especially China. 

Globally, spot LNG volumes rose 
nearly 30 per cent last year as prices 
exceeded $11 per million British 
thermal units. Ton-miles, a measure of 
demand for LNG tankers, has steadily 
increased since 2016, points out 
VesselsValue. Not only is more LNG on 
the water but the distance travelled by 
the tanker is greater. 

That upward trend reflects where the 
LNG comes from. Exports from the US 
towards Asia and Europe have risen. 


benefiting companies such as 
Cheniere Energy. But the price crash 
towards $4 per million BTU means 
LNG trades below the export cost US 
natural gas prices trade around $2.70. 

Add on liquefaction and shipping 
costs and there is no profit to be 
made. Moreover, there are signs that 
tanker deliveries will peak after last 
year’s surge to 49 deliveries, more 
than half above the five-year average. 

All this suggests that LNG prices 
are near a bottom. Given moderate 
temperatures in the northern 
hemisphere, the current calendar 
quarter is the seasonal low for prices. 

Any hint of a normal winter at the 
end of this year should mean LNG 
prices rebound sharply, regaining 
much of their recent losses. 


crowding on to their turf, adapting to 
the demands of digital marketing is a 
necessity, not a choice. 


IWG/WeWork: 
new lease of life 

what can a business do when facing 
rivals willing to trade stunning losses 
for growth? Get somebody else to pay 
for your own expansion. UK flexible 
office-space provider IWG is settling oi 
that option by selling its 130 -location 
Japanese business to local conference 
business TKP for £320m. 

Under a new partnership and 
franchise deal, TKP will operate and 
continue to expand IWG’s brands, the 
company said yesterday. Investors 


approved of the shift in strategy — 
shares jumped more than 20 per cent 

The rival in this case is We Work. The 
US start up is expanding quickly with 
expensive investments. IWG has been 
spending heavily to try to keep up. A 
racy top-line at WeWork has attracted 
a premium valuation compared with 
IWG. The deal with TKP helps to 
address that gap; at 15 times ebitda it is 
almost twice IWG’s own valuation. 

IWG’s business model is already 
capital light It sublets office space 
from other landlords. And although 
these expenses are now recognised as 
debt under new IFRS 16 rules, most are 
held in special companies that can be 
liquidated with little recourse from 
creditors. Even so, the company is 
spending big. Capital expenditure of 
£580m last year was the highest 


recorded. Franchising can help reduce 
the pressure to invest further. 

IWG will provide branding, sales and 
marketing services for TKP in 
exchange for an estimated 5 per cent of 
net revenues, in line with typical deals, 
say analysts at Stifel. 

IWG’s top-line is almost twice that of 
wework’s, but the gap is closing. The 
US rival doubled its sales last year, 
compared with growth of 8 per cent at 
IWG. It is profitable but earnings 
growth comes from new openings, 
needing investment, says Berenberg. 
But losses at WeWork are soaring. 

WeWork is the clear winner as it has 
bought its growth. On the other hand, 
going head-to-head has so far been 
costly for IWG. Use of franchising 
suggests an unwillingness to throw 
more money at playing keep-up. 


Trafigura/Nyrstar: 
zinc polish 

Any market trader knows the problem. 
A bet goes wrong. You end up owning a 
load of stuff unintentionally. A lorry 
full of apples, perhaps. Or a job lot of 
European zinc smelters. 

Swiss commodities trader Trafigura 
will take control of Brussels-listed 
Nyrstar, of which it owned 24 per cent. 
This follows a shake-up plan 
announced yesterday for Europe’s 
biggest zinc producer. Nyrstar, whose 
market capitalisation has fallen from 
€780m at the start of 2018 to almost 
nothing, misjudged an expansion into 
mining and ran up debts in excess of 
€lbn, which it struggled to service. 

Prices of zinc, used to galvanise steel, 
fell steeply late last year on worries 
about demand from China and the 
motor industry. In effect, Trafigura is 
betting on this year’s price rebound 
continuing. The danger is of Trafigura 
straining its swollen balance sheet. 

Total debts at employee-owned 
Trafigura exceed $32bn. Its preferred 
“corporate debt” metric deducts 
working capital, cash and the massive 
sums tied up in inventories — some 
$15.6bn according to latest figures. 

Even on this flattering metric, however, 
debts of $4.8bn were 2.8 times last 
year’s ebitda, up from 2.3 times in 2017. 

Yesterday’s deal depends on securing 
agreement from Nyrstar bondholders 
facing a “haircut” of roughly 60 per 
cent on their holdings. Trafigura has 
structured the deal to appear neutral to 
debt ratios. The use of €262.5m in 
perpetual bonds and €225m in zero- 
coupon bonds linked to zinc prices 
would be considered as quasi-equity. 
The perpetuals will still incur servicing 
costs, however. Nyrstar’s profitability 
would be boosted as the deal provides 
it with the working capital to operate 
smelters at full capacity. 

Such is accounting alchemy. Like 
rival commodities trader Glencore, 
Trafigura faces increasing scrutiny 
over its corporate ethics. Saving 
Nyrstar would protect 4,000jobs, it 
says. To do so it has doubled down on 
its zinc wager, and no matter what that 
means more risk for the trader. 
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Coughing up Europe’s carmakers face 

€30bn emissions challenge — ANALYSIS, PAGE 13 


High bar Repeated failure to prosecute 

bad behaviour is criminal - INSIDE FINANCE, PAGE 12 


Nader ramps up Boeing campaign 

•• Activist urges Congress to return cash » Move follows deadly accidents for 737 Max jet 


PATTI WALDMEIR — CHICAGO 
KIRAN STACEY - WASHINGTON 
Ralph Nader, the consumer advocate 
whose grandniece was killed in the 
crash of a 737 Max in Ethiopia last 
month, is calling on US legislators to 
return campaign contributions from 
Boeing, after two deadly accidents were 
blamed on safety lapses. 

In an interview with the Financial 
Times, the 85-year-old activist and 
former US presidential candidate prom¬ 
ised to expand his campaign to prevent 
the grounded 737 Max fleet from ever 
getting back into theskies. 

Boeing’s close relationship with its 
regulator, the Federal Aviation Admin¬ 


istration, has become a focus of investi¬ 
gations into the approval process for the 
737 Max, while the company’s extensive 
contacts on Capitol Hill have also been 
noted by critics. 

Mr Nader said that hundreds of law¬ 
makers had taken contributions from 
Boeing. “We are going to call on Con¬ 
gress to return all Boeing contributions. 
Congress is complicit in all this.” 

Samya Stumo, Mr Nader’s grand¬ 
niece, was among the 157 people who 
died in the Ethiopian Airlines crash on 
March 10. Her family is suing Boeing in 
federal court in Chicago, one of a 
number of lawsuits filed in connection 
with the crash and an earlier 737 Max 


accident in Indonesia that killed 189 

Boeing’s political contributions have 
flowed to people on both sides of the 
aisle, including Donald Trump, Beto 
O’Rourke, a Democratic presidential 
challenger and Maria Cantwell, the 
most senior Democrat on the Senate 
commerce committee. From 2016 to 
2018, Boeing donated $4.6m in total. 

Preliminary crash investigations 
implicated the aircraft's anti-stall soft¬ 
ware, called MCAS, in both incidents. 

The group “put profits before safety” 
in rushing to market a plane whose 
design, Mr Nader said, was aerodynami- 
cally flawed. As a result, Boeing was suf- 


‘Everything 
weknow 
that is 
averse to 
Boeing is a 
fraction of 
what Boeing 
knows itself 

Ralph Nader, 
veteran activist 


feting “brand stigmatisation” and con¬ 
sumers should boycott the aircraft 

Boeing said that the 737 Max “was cer¬ 
tified in accordance with the identical 
FAA requirements and processes that 
have governed certification of all previ¬ 
ous new airplanes and derivatives”. 

Mr Nader, who came to prominence 
through consumer safety campaigns 
against the motor industry in the 1960s, 
predicted more revelations as investiga¬ 
tions continued. “I have a pretty good 
record for prognostication: everything 
we know that is averse to Boeing is a 
fraction of what Boeing knows itself, 
and it’s spilling out” 

Letters page 8 


Calm currencies Lack of activity poses problem for FX investors 


Leading currencies have been so steady 
for the past six months that traders have 
begun to wonder whether their pricing 
screens are broken. “No, the machine is 
not frozen,” said one trading head with an 
exasperated sigh. “Welcome to the world 
of EX trading.” 

Sterling has grabbed attention while 
investors struggle to figure out the form, 
timing and potential impact of BrexiL But 
the sleepy spell is more widespread. 
Swings in the euro’s exchange rate against 
the dollar, for instance, are approaching 
the historic lows of 2014, with the 
currency stuck at about $L13. 

This poses a problem for investors, 
hedge funds and banks. Goldman Sachs 
said yesterday that revenues from its 
fixed income, currency and commodities 
business had dropped 11 per cent in the 
first quarter compared with last year 
amidlow volatility. 

Anyone hoping for a burst of activity 
might be disappointed; expected 
exchange rate swings also stand at five- 
year lows. “FX markets are in stasis - 
complacent, even,” said Morgan Stanley. 

One reason is the reluctance to raise 
interest rates in the eurozone and the US. 
This monetary grip on markets is so tight 
that stumbles in Italian bonds or at 
European banks are not exerting their 
usual pressure on the exchange rate. 

“We find it impressive that the euro 
isn’tbreakingbelowits $1.12 to $1.16 
range,” said Jordan Rochester, a 


Price swings in the euro near historic lows The euro is trading in an ‘excruciatingly tight’ range 

Three-month volatility In the euro against the dollar € per $ 
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Global regulators reminded the world last week that they 
would like to see the Libor lending benchmark all but gone 
by 2022, and that they will be watching banks’ progress 
carefully. But figuring out how to replace the rate is fast 
becoming one of the prickliest issues in global markets. 

The benchmark, embedded in everything from the most 
sophisticated derivatives to the average mortgage, is based 
only partly on real transactions — a clear anomaly that left 
it subject to abuse. Banks are backing away from support¬ 
ing the rate, which is now on life support, and few would 
aigue that it should keep trundling on. 

But the estimated $350tn of contracts tied to it represent 
a huge challenge that market participants, primarily 
banks, are expected to fix by themselves. One key prob¬ 
lem: different parts of the market are developing at differ¬ 
ent speeds, with potentially profound consequences for 
both banks and counterparties like pension funds. 

The derivatives industry, with hundreds of trillions of 
dollars in notional value in play, is sprinting ahead with a 
model that, in effect, con¬ 
verts Libor-linked swaps and Fvervloan everv 
points them at new risk-free tVel 7 ’ y 
rates, usually based on over- floating-rate 
night lending, such as the u on j wj || | pavp 
US’s Sofr or UK’s Sonia. It DOnC1 ’ W1U ,eaVe 
envisages adding a spread, or Someone OUt of 
the difference between the ket once 

two rates to any payments. r 
Isda, the swaps trade assoda- Libor dies 
tion helping co-ordinate 

efforts, has pencilled in late summer to finalise amend¬ 
ments to its so-called fallback definitions, which would fix 
the issue by protocol. 

This solution will create market winners and losers 
because it will have an impact on the value of existing con¬ 
tracts, says Maks Oks, a regulatory analyst at MSCI, the 
data provider. Ultimately though, he adds, it is relatively 
simple and elegant. 

For debt markets, however, this is back to front Typi¬ 
cally, a product emerges and then the derivatives market 
hedges the new risk. Here, the order is reversed, and the 
global loan market, which has more value at risk, is further 
behind in trying to work out its model for transition. As 
things stand, every loan, every floating-rate bond, will 
leave someone out of pocket once Libor dies. 

For banks, the two pillars of the market cannot work in 
isolation. If the cash product and its risk-offsetting swap do 
not cancel each other out, then the trades do not qualify for 
hedge accounting, notes EY. Potentially, each party to a 
transaction would need to separately record the volatility 
of both the cash and the corresponding derivative in their 
income statements — and pay a lot more. In a worst case, it 
even opens banks to charges of mis-selling derivatives. 

The derivatives industry, being relatively nimble, can 
adapt But the whole market will have to transition as one 
for fins to work. This seems a tall order. 
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Quants turn disruptive 
eye on buyout companies 


US buyout firm DC Capital tries to sell 
stake in child migrant group Caliburn 


ROBERT SMITH — LONDON 

A US private equity firm is tryingto sell 
shares in agovernment contractor that 
has drawn criticism for operating a 
centre for migrant children separated 
from their families at the US border. 

DC Capital is looking to sell a 75 per cent 
stake in Caliburn International, which 
has grown rapidly by acquiring and 
combining several government contrac¬ 
tors. The company last month shelved 
plans for an initial public offering, 
switching to a private share sale that 
could raise up to $583m for former 
Wasserstein Perella banker Thomas 
Campbell’s DC Capital, according to 
people familiar with the matter. 

Documents accompanying the sale 


warn potential investors that Caliburn 
operates “in a number of challenging 
and politically charged environments”, 
going on to detail the negative press 
attention around its “work with UACs” 
- unaccompanied alien children. 

US investment bank Jefferies is run¬ 
ning the share sale, which it aims to 
wrap up before the end of April. 

Wall Street banks have faced increas¬ 
ing criticism for helping controversial 
businesses raise financing, as investors 
grow more sensitive to the ethical impli¬ 
cations of their investments. 

Calibum’s subsidiary. Comprehensive 
Health Services, operates file Home¬ 
stead Temporary Shelter for Unaccom¬ 
panied Children in Florida, a facility 
that houses migrant children who arrive 


at the US border without their parents. 
Last year. Homestead housed children 
separated from their families under US 
President Donald Trump’s immigration 
policy. The site has since become the 
focus of protests against the policy. 

Ana Marfa Archila, co-executive 
director of the Center For Popular 
Democracy told the Financial Times 
that there was “no moral grey area in 
traumatising children”. 

“Companies should not be bidding on 
government deals to put children in 
cages and financial institutions should 
not be financing and profiting from this 
morally bankrupt policy,” she said. 

Caliburn said it was required to accept 
any unaccompanied minors the US gov¬ 
ernment had submitted to its custody. 
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Banks 

Bramson extends BofA financing 


Activist targeting Barclays 
increases duration of 
put and call options 

DAVID CROW AND OWEN WALKER 

LONDON 

Edward Bramson, the activist investor 
targeting Barclays, has extended the 
duration of an arrangement with Bank 
of America that allowed him to build the 
majority of his stake with a $1.4bn loan. 

Mr Bramson used the loan from BofA 
to buy most of his Barclays shares, help¬ 
ing him amass a 5.5 per cent stake that 
has made him the company’s third-laig- 
est shareholder. 

The loan was made as part of a com¬ 
plex derivatives arrangement known as 
a “funded equity collar” whereby BofA 
borrowed the Barclays shares and sold 
them to Mr Bramson while also provid¬ 
ing him with the financing. 


According to a US securities filing, Mr 
Bramson recently extended a series of 
put and call options taken out as part of 
the agreement, which effectively limit 
his potential gains and losses on the Bar¬ 
clays stake. 

The options were due to start expiring 
on October 21 of this year but that date 
has been pushed out until December 14 
2020, according to the filing. 

Separately, people familiar with the 
matter told the FT that Royal Bank of 
Canada also helped Mr Bramson build 
his position by providing a smaller loan 
of roughly $41.6m as part of a deriva¬ 
tives structure known as a “variable 
prepaid forward contract”. 

Mr Bramson is attempting to force his 
way on to Barclays’ board of directors at 
its annua] meeting on May 2 and has 
called for the lender to scale back its 
trading operations. 

He ratcheted up his campaign by writ¬ 
ing to Barclays investors yesterday, crit¬ 


icising the underperformance of its 
investment bank. “The stubbornly low 
valuation that the market accords to the 
shares of Barclays will continue until the 
board finally adopts a strategy that is 
more realistic and shareholder-orien¬ 
tated,” his Sherborne fund said, repeat¬ 
ing his call to join the bank’s board. 

Those demands have put him on a col¬ 
lision course with Jes Staley, chief exec¬ 
utive, who has pledged to protect the 
UK’s only remaining investment bank 
from further cuts. 

Glass Lewis, an influential share¬ 
holder advisory group, said investors 
should vote against Mr Bramson at the 
bank’s forthcoming annual meeting, cit¬ 
ing the activist’s “questionable share 
ownership framework” as one of the 
reasons for its recommendation. 

“While [Mr Bramson’s] current cam¬ 
paign should serve as something of a 
clarion call for management... we ulti¬ 
mately believe support for [his] pro- 


The loan was 
made as 
part of an 
arrangement 
known as 
a‘funded 
equity collar’ 


posal would entail considerably greater 
risk and uncertainty,” Glass Lewis wrote 
in a report published on Saturday. 

A person familiar with Mr Bramson’s 
strategy said the extension of the agree¬ 
ment with BofA showed the activist 
investor was committed to his Barclays 
investment and unlikely to sell his stake 
if he is unable to secure enough votes to 
win a board seat on the first attempt 
The arrangement between BofA and 
Mr Bramson has prompted criticism 
from Barclays and some of its large 
shareholders, who argue that the activ¬ 
ist’s use of leverage - and the limits to 
his upside and downside — mean he is 
not aligned with other big investors. 

BofA’s decision to finance Mr Bram¬ 
son has also sparked a debate over 
whether investment banks should aid 
activist attacks on their rivals in contra¬ 
vention of a “gentleman's agreement”. 

BofA, Mr Bramson, RBC and Barclays 
declined to comment 


Financials. Green shoots 

Citi makes gains in catch up with rivals 


Cost-reduction efforts 
and return of capital to 
investors show promise 


ROBERT ARMSTRONG — NEW YORK 

Ahead of its first-quarter results, Citi¬ 
group was grappling with the same 
question that it has for years: can it 
increase its returns on equity enough to 
close the gap with the other big US 
banks? 

While the quarter Citi delivered was 
hardly a triumph — its shares fell 
slightly after the numbers came in yes¬ 
terday morning - the results contained 
green shoots of growth after an arid 
2018, as expenses fell and $5bn capita] 
was sent back to shareholders in stock 
buybacks and dividends. 

Investors will be watching closely to 
see if these shoots grow taller over the 
rest of the year. Citi’s race to close the 
gap on its rivals comes as the operating 
environment for banks appears to be at 
an inflection point interest rate expec¬ 
tations are softening, global economic 
growth is decelerating, and markets 
have yet to emerge fully from the tur¬ 
moil that began in December and per¬ 
sisted through the start of this year. 

“In a difficult revenue backdrop, 
[Citi] have reaffirmed their commit¬ 
ment to $2bn of net interest income 
growth and keeping fee income growth 
flat - given a flat start to the year and 
lower rate expectations, that is a pretty 
good outcome,” said Steven Chubak of 
Wolfe Research. The bank earned 
$46.6bnin net interest income last year. 

Citi’s return on tangible common 
equity - a benchmark of banks’ profita¬ 
bility — came in at 11.9 per cent for the 
quarter, a significant improvement 
compared with a few years ago, but still 
well behind peers. JPMorgan Chase, the 
market leader, reported an equivalent 
return of 19 per cent 

The challenges confronting Citi are 
easy to identify, if not to fix. Its institu¬ 
tional business has not translated a 
dominance in managin g global compa¬ 
nies’ cash into a strong potion as a stra¬ 
tegic adviser on mergers, or built a lead¬ 
ing equities trading business on the 
back of its strength in debt markets. On 
the consumer side, the US retail bank is 
widely thought to be subscale, despite a 
powerful credit card franchise. 

There were signs of improvement in 
all of these areas in the first quarter 
results. Investment banking revenue 
rose 20 per cent on the quarter, and 
chief financial officer Mark Mason said 
the bank was taking share in mergers 
and acquisition advice despite a tough 
market. In debt trading, the bank man¬ 
aged to hold revenues flat, even as rivals 
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China bank reform 

Credit Suisse set to take 
majority stake in venture 


Credit Suisse Is poised to take majority 
control of its Chinese Investment 
banking joint venture, the second big 
International lender to do so as the 
country opens up Its financial sector to 
overseas competition. 

The Swiss bank has agreed with 
Founder Securities to increase its 
stake In their joint venture to 51 per 
cent from 333 per cent, a previous 
limit for non-Chinese companies. 

The Increase will be carried out by 
way of a capital injection of about 
SFr94m ($94m), according to 
statements from both parties. The 


JPMorgan and Goldman Sachs suffered 
declines. These were enough to offset a 
particularly weak quarter in equities 

Citi's branded cards business in the 
US grew 5 per cent on an underlying 
basis after a growthless 2018. Manage¬ 
ment said that card balances were rising 
following some promotional offers last 
year. US card growth is crucial in part 
because cards figure prominently in 
Citi’s digital strategy for growing the 


deal still has to be approved by 
regulators, expected in August. 

The presence of another 
International bank onshore In China 
shows the eventual success of a 
decades-long lobbying campaign In 
Beijing which argued the country’s 
nascent capital markets would benefit 
from foreign investment and expertise. 

Of other International banks, only 
HSBC has been granted permission to 
take a 51 per cent stake In a national- 
level securities Joint venture. 

JPMorgan and Nomura have received 
permission to expand but have not yet 
reached agreements with other 
shareholders to acquire majority 
stakes. Goldman Sachs and Morgan 
Stanley said they were considering 


retail bank overall — it offers cardhold¬ 
ers high-yielding savings accounts, for 
example. Mr Mason noted that deposits 
gained through digital channels grew 
$lbn in the quarter — the same amount 
as in all of 2018. 

Overall growth in consumer net 
income was 4 per cent while expenses 
were flat. “They are delivering operat¬ 
ing leverage, something the market has 
been sceptical on,” said Jeff Harte of 
Sandler O’Neill. If they can continue to 


grow at that rate and keep expenses in 
check, “that goes a long way to [the con¬ 
sumer unit] hitting its targets, which 
consensus [analyst] estimates still say 
are out of reach”. 

None of this progress will be easy to 
maintain over the rest of 2019. Markets 
remain febrile, despite the strong close 
to the first quarter, and the weaker rate 
environment raises questions about 
banks’ lending margins. 

Deposit costs at Citi rose 0.5 percent¬ 
age points from a year earlier, but that 
was balanced by higher loan yields. 
Rival Wells Fargo, however, fired a 
warning shot for the industry last week 
when it cut its net interest income guid¬ 
ance for 2019 in part on the expectation 
that deposits costs will keep rising, 
despite the Federal reserve pausing its 
own rate increases. 

Given the uncertainty of the environ¬ 
ment — and Citi’s uneven history of hit¬ 
ting its own targets - most analysts are 
staying focused on areas where the bank 
has more control, namely cost manage 
ment and returning capital to share¬ 
holders. It was a good quarter for both, 
as overall expenses fell 3 per cent, 
driven by declining staff pay costs, and 
$4bn in share buybacks. “Top line 
growth is going to be a challenge, but 
there is a lot of work that can still be 
done on capital and expenses,” said Jim 
Shanahan, Edward Jones analyst. 



Watchdogs bite banks 
but back away from 
GSK and Rolls-Royce 


T he future of the Serious Fraud Office’s case 
against four former Barclays directors is 
unclear. The judge in the trial last week dis¬ 
charged the jury. Since January John Varley, 
Barclays’ former chief executive, and three ex- 
colleagues have stood accused of secretly paying £322m to 
Qatar in return for the investment of billions of pounds in 
emergency capital during the2008-09 financial crisis. 

No matter how the trial of the individuals ends, the 
Financial Conduct Authority will be free to consider a fine 
against the bank itself, even though the SFO case against 
the bank was thrown out last year. 

The FCA and equivalent regulators have levied 
billions of pounds of penalties on banks over the past dec¬ 
ade, most successfully in relation to market abuses con¬ 
nected to the manipulation of the London interbank 
offered rate and other inter- 

^“asewith The SFO hit a low 

which regulatory and other point in February 
public authorities are able to when its head Said 
impose civil penalties 
against financial services she Was dosing 

two biggraftcases 

SFO and other prosecuting 

authorities encounter when trying to bring criminal 
charges against companies or individuals. 

Consider the SFO’s record in recent months. Aside from 
the fraught Barclays case, the agency hit a low point in Feb¬ 
ruary when Lisa Osofsky, its new director, announced she 
was dosing two long-running bribery and corruption cases 
pursued by her predecessor against GSK, the dmgmaker, 
and Rolls-Royce, the aerospace group. Although Rolls- 
Royce had earlier paid nearly £500m as part of a deferred 
prosecution agreement, both companies and the key indi¬ 
viduals involved escaped criminal prosecution. 

A similar scenario played out with Tesco. In 2017, the 
supermarket paid a £l29m fine relating to the overstate¬ 
ment of income, but a few months ago, cases against three 
former executives collapsed. In one trial, the judge ruled 
that in vital areas “the prosecution case was so weak it 
should not be left for a jury’s consideration”. 

Such examples suggest that the SFO has been 
ineffectual. Other authorities, such as the US Department 
of Justice, have a far better record of bringing successful 
prosecutions. 

But what they may also show is a compelling need for 
companies and their senior staff to be held to higher stand¬ 
ards of conduct. In 2014, Chinese authorities found GSK 
guilty of “massive and sys¬ 
tematic bribery”. Rolls- Companies 
Royce admitted paying tens 1 

of millions of pounds in their top Staff 
bribes to win engine and mll „ t u„ u„i,] 
other deals in Indonesia, mUSt De nelC110 
Thailand, China and Russia higher Standards 
over several decades. In nei- 0 f C0n H U ct 
ther case has anyone-the U1 < - unuul - L 
bribe-payers or the senior 

management that should bear responsibility for the 
actions of staff—been held to account 
(The DPA concept - imported by the UK from the US 
five years ago — cannot be used against individuals in the 
UK. That route to financial punishment works only against 
companies.) 

Say what you like aboutthemisdeedsofbanks and other 
financial services companies, their conduct and that of 
their staff is more strictly policed. As critics of the system 
often note, very few bankers were jailed or penalised 
financially for their role in causing the 2008 financial cri¬ 
sis. But regulators’ powers have been bolstered since then. 
In the UK, the Financial Conduct Authority has jurisdic¬ 
tion over more than 56,000 companies, large and small, 
and the regulator’s Senior Managers Regime gives it the 
ability to fine and ban individuals for bad behaviour. 

Other professions have strict regulation, too. Consider 
the legal and medical sectors. But bad conduct can happen 
anywhere: in the Hertfordshire accounts department of a 
supermarket, or among Beijing sales staff at a drugs group. 
The world is a bad actor’s oyster. 

Part of the answer may be to extend the legislative 
perimeter. In the UK, for example, successful prosecutions 
would be made more likely if the law that criminalises a 
failure to prevent bribery and tax evasion was extended to 
other forms of financial crime. 

But as a backstop, there is also a strong argument for 
considering the regulation of conduct in business in the 
same way that financial conduct is regulated. Why does 
the UK have a Financial Conduct Authority but no Busi¬ 
ness Conduct Authority? 

patrick.jenkins@ftxom 


Retail 

Best Buy chief steps down as part of reshuffle 


Technology 

Lyft shares extend their post listing slide 


PAN KWAN YUK — NEW YORK 

Hubert Joly, Best Buy’s chief executive, 
is stepping down after a near seven- 
year run in which the French turn- 
round specialist helped the electronics 
goods retailer return to growth despite 
stiff competition from Amazon. 

Mr Joly, 59, will assume the newly cre¬ 
ated role of executive board chairman 
after the annual shareholder meeting on 
June LL Corie Barry, chief financial and 
strategic transformation officer, will 
take over as chief executive, making her 
the first woman to hold the position at 

These changes “are designed to pro¬ 


vide leadership continuity”, the Minne¬ 
sota-based company said in a statement 
yesterday, as the group executes its 
“strategic growth initiatives”. 

Since joining Best Buy in September 
2012, Mr Joly has closed underperform¬ 
ing stores and cut costs. He has revived 
sales by reducing the number of prod¬ 
ucts at its stores, matching Amazon’s 
low prices and beefing up the company’s 
push to get more customers to buy 

These moves, along with a focus on 
installation and tech support services 
provided by its GeekSquad, have helped 
Best Buy weather Amazon’s rise. Posi¬ 
tioning itself for the future, the retailer 


stepped up its push in the connected 
smart home market in 2017 and 
launched its In-Home Advisor pro¬ 
gramme, which offers free consulta¬ 
tions. Last year it completed the $800m 
acquisition of GreatCall, a maker of care 
devices for older citizens. 

Investors have rewarded Best Buy for 
its efforts. Shares have rebounded with 
a 36 per cent rise this year 

“I am so proud of the strategic, finan¬ 
cial and cultural transformation we 
have achieved,” Mr Joly said, “and with 
Best Buy well positioned for continued 
growth well into the future, now is the 
right time to begin a leadership transi¬ 
tion.” 


NICOLE BULLOCK - NEW YORK 
SHANNON BOND — SAN FRANCISCO 

Shares of Lyft fell sharply yesterday, 
extending a slide that has pressured the 
company that went public weeks ago. 

The fall comes after Uber, Lyft’s ride- 
hailing rival, last Thursday released 
paperwork for its planned May 10 list¬ 
ing indicating it was burning through 
money to maintain market share as 
growth in its core businesses stalls. 

“One of the main takeaways from the 
Uber filing was a somewhat mixed view 
for Lyft in that Uber has really been tak¬ 
ing down their margins over the course 
of 2018,” said Tom White, equity analyst 


at DA Davidson. “The biggest competi¬ 
tor in the space is signalling they’re 
going to more aggressively invest in 
things like incentives and trying to slow 
the share losses. Now that the process 
has begun for Uber, that’s likely to be a 
bit of an overhang until Uber’s listed.” 

Shares of Lyft fell as much as 7.24 per 
cent yesterday, but the losses have since 
been trimmed to trade down 6 per cent 
at $56.28by midday in New York. 

After a pop at its trading debut, shares 
have stalled under the IPO price of $72. 

“We believe there could be continued 
pressure on Lyft shares while investors 
wait for Uber’s roadshow and dig further 
into the full financial metrics,” said Dan¬ 


iel Ives at Wedbush in a note. “In our 
opinion the battle for market share will 
be balanced... We think there’s plenty 
of work to do and time to go until inves¬ 
tors start to feel like they are missing out 
on the ‘next Amazon’ although we 
believe Lyft remains in a strong position 
to capitalise on this fertile market 
opportunity.” 

Mr White said he still had a “buy” rat¬ 
ing on Lyft, which has also been hit by 
short selling interest “I still view Lyft’s 
multiple as not unreasonable,” he said, 
referring to the company’s enterprise 
value to sales ratio. 

“That was a big reason we put a ‘buy’ 
on the stock,” he added. 
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Carmakers face €30bn EU emission fines threat 


European sector appears unprepared for stringent carbon dioxide targets being phased in across the bloc next year 


PETER CAMPBELL - LONDON 
PATRICK MCGEE — FRANKFURT 

Forget the trade war, declining sales or 
Brexit. The sternest challenge facing 
Europe’s car industry comes from the 
exhaust pipes of its vehicles. 

Strict carbon dioxide emissions tar¬ 
gets will be phased in next year across 
the EU, with the threat of punitive fines 
for those who fail to comply. 

The industry, broadly, is not ready. 

“It’s going to be a hell of a job,” Carlos 
Tavares, chief executive of Peugeot 
owner PSA, said last month. “But we are 
going to meet them, whatever it takes.” 

Under the rules, carmakers must cut 
their average fleet emissions to less than 
95 grammes per kilometre of C02 by 
2021. They face a €95 fine for every 
gramme of C02 that exceeds the target, 
multiplied by the number of cars sold 
that year. 

“We are talking about a potential 
€30bn penalty for the industry,” Her¬ 
bert Diess, Volkswagen chief executive, 
warned investors at the company’s 
annual capital markets day. 

Yet emissions are heading the 
wrongway. 

C02 emissions from new cars are ris¬ 
ing as consumers shun diesel models 
and opt for petrol alternatives, while the 
shift towards sport utility vehicles 
increases pollution levels further. New 
data for 2018 showed average emissions 
rose to a four-year high of 121g of002/ 
km, according to Jato Dynamics, an auto 
data supplier. 

Sales of SUVs, which are heavier and 
produce more C02 than traditional 
saloons, have risen by three-quarters 
since 2015, according to IHS Maridt. 

A complicating factor is the sharp 
decline in diesel sales. Buyers lost faith 
in the eco-credentials of diesel cars after 
the Volkswagen scandal of 2015, when it 
emerged that the cars produced far 
higher levels of harmful nitrogen oxides 
than advertised. 

The scandal dealt a blow to diesel — 
and to carmakers that had been relying 
on the fuel to cut C02 emissions, as die¬ 
sel vehicles typically emit a fifth less car¬ 
bon than petrol cars. Diesel vehicles 
accounted for as much as 56 per cent of 
EU sales in 2011, but last year the share 
fell to 37per cent. 

The industry has been left in a bind. 

Arndt Ellinghorst, lead auto analyst at 
Evercore ISI, describes the C02 chal¬ 
lenge as the “biggest structural head¬ 
wind” facing the sector, even more 
potentially damaging than trade wars 
with China, US tariffs, diesel bans and 
Brexit. He estimates it will cost the 
industry €15.5bn just to make its vehi¬ 
cles compliant 

The 95g/km target becomes valid 
next year for 95 per cent of a car brand’s 
sales. The phase-in period is meant to 
give carmakers leeway as they get to 
grips with the rules. 

Many manufacturers are relying on 
“supercredits” from electric cars that 
offset more polluting vehicles, which 
partly explains the deluge of battery 
models arriving on the market in the 
coming 18 months, even though sales of 
electric cars account for less than 1 per 
cent of the market. But battery costs 
mean many of these cars have thinner 
margins than traditional vehicles. Many 
are even lossmaking. 

“Either you increase the price of your 
vehicles, and clean mobility becomes 
elitist, and possibly you do not meet the 
numbers you need to avoid penal¬ 
ties ... or you sell at a loss, and you 
need to restructure your company to 
compensate,” said Mr Tavares, setting 
out the challenges confronting industry 
car executives. 

The timing could not be worse for car- 
makers, which will be forced to sell 
these lossmaking models to comply 
with the rules coming just as the indus- 
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decouple from the free-falling diesel 
market, while the company will also 
launch three new battery-only cars in 
Europe by2021. 

others are shifting the mix of cars 
they sell in efforts to comply. 

Thierry Bollore, Renault chief execu¬ 
tive, said the company wanted to make 
every vehicle a “contributor rather than 
an offender” in lowering the French 
group’s emissions, something that could 
see it discontinue the most polluting 
engines from its existing line-up of cars. 

Mike Manley, Fiat Chrysler chief 
executive, said previously that the com¬ 
pany might pull its most polluting mod¬ 
els from showrooms. 

It has also taken drastic action to 
avoid penalties, forming an “open 
pool” with Tesla, agreeing to pay the 
electric pioneer hundreds of millions of 
euros for its zero-emissions cars to be 
counted in its fleet This is an extension 
of the scheme that allows brands 
under the same owner, such as Lam¬ 
borghini under VW, to pool their emis¬ 
sions to avoid fines. 

FCA’s move suggests carmakers have 
little choice but to comply. 

Penalties for missing the target 
are not only steep, but the reputational 
damage could translate into lost 
sales while more businesses adopt their 
own C02 targets, as businesses that 
lease vehicles may switch to an alterna¬ 
tive supplier. 

Paying fines rather than investing in 
technology is a poor strategy given that, 
after 2021, it gets tougher. By 2030, the 
EU is targeting car emissions to fall 
another 37.5 per cent 

Julia Poliscanova, senior director at 
Transport & Environment, a green 
energy lobby group, said allowing rival 
carmakers to combine their emissions 
was a “get out of jail card”. She accused 
the industry of “just crying wolf that 
they cannot meet the target” and selling 
more SUVs now to make the targets look 
especially onerous. “There are so many 
pathways to meet the target,” she said. 
“We really don’t think they will have a 
problem complying.” 


Curtains for the small car 

Equipping low-margin 
hybrids looks too costly 


One unintended consequence of the 
ElTs 2030 emissions targets could be 
the death of fhe small car. 

The cost of equipping small, low- 
margin cars with batteries and electric 
motors to meet the C02 targets "looks 
totally unaffordable", said Max 
Warburton, analyst at Bernstein. 

Even the cheapest "mild hybrid" 
system would cost €600-€1,000 per 
car, he said, and a full hybrid system 
€2,500-€4000, he said. 

Herbert Diess, Volkswagen chief 


try cycle begins to decline. “It’s a toxic 
cocktail,” said Patrick Hummel at UBS. 
“The sales cycle has peaked, C02 com¬ 
pliance is a headwind, and they 
have ever-increasing spending on tech- 

The bank estimates that total Euro¬ 
pean car earnings for 2021 will be 
€7.4bn lower because of the cost of 
meeting targets. This is a cut of about 
14 per cent versus 2018. 

For some car groups, the hit to 
profits could be considerable. To com¬ 
ply, PSA, which is the furthest behind, 
faces a 25 per cent reduction to earnings 
per share in 2021, it forecasts. Profits at 
others will face a hit, with UBS forecast¬ 
ing a 13 per cent drop at VW, 10 per cent 
at Renault, 9 per cent at Daimler and 
7percentatBMW. 

VW, which sold 4.4m vehicles in 


executive, has acknowledged that 
cheap small cars such as the Up! and 
the Polo will "never meet the 2030 
targets. 

"Those models are really under 
threat," he said. 

Felipe Munoz, an analyst at data 
provider Jato Dynamics, warned that 
Chinese groups will step In to provide 
Europeans with small cars If the 
region's producers struggle to 
manufacture them at affordable 

“With these very tough targets, the 
only winner here Is China," said Mr 
Munoz. "They are already working on 
small electric cars and they have an 
advantage In volume." Patrick McGee 


Europe last year, has average emissions 
of 123g/km, “a huge gap, which is very 
hard to close”, Mr Diess said, even 
though it is closer than many of its 

Not all of the carmakers are in a state 
of crisis over the targets. 

Toyota, which embraced hybrid 
power more than a decade ago, expects 
that half of all cars sold in Europe this 
year will contain the technology. It has 
raised a previous 2021 target for hybrid 
sales from 50 percent to 60 per cent. 

“The development of hybrid has been 
even faster than we anticipated,” Didier 
Leroy, Toyota’s European chairman, 
said at the Geneva Motor Show last 



Toyota became one of the first compa¬ 
nies to kill off diesel from its mix, raising 
its C02 output initially but helping it 


IS FORMULA E 
THE FUTURE? 


Fund in court fight with Indonesia miner 


DON WEINLAND — BEIJING 

A US hedge fund was set to fight Indo¬ 
nesia’s Widjaja family in a New York 
court yesterday in a case that echoes 
clashes between foreign investors and 
the south-east Asian business empire. 
Two funds managed by New York-based 
Argentem Creek Partners are seeking 
damages from Widjaja-eontrolled min¬ 
ing group Berau Coal following the 
defaults of two bonds worth about $lbn. 

Pathfinder Strategic Credit and BC 
Investments are seeking $165m in prin¬ 
cipal and interest on the bonds. 

The jury trial, which is expected to 
last several days, will determine the 
extent of the damages after a years-long 
restructuringprocess. 

The case comes as concerns build over 
investing in Indonesia’s economic and 


political environment — one of Asia’s 
largest emerging markets. Goldman 
Sachs and Raiffeisen Bank International 
are among a growing number of institu¬ 
tions that have found themselves in 
court battles with local conglomerates. 

The dispute with the Widjajas is the 
latest of several similar cases in New 
York courts, London and Singapore 
since the $13.9bn default of the family’s 
Asia Pulp & Paper in 2001 - the largest 
corporate default in EM history. That 
case tookyears to resolve but the family, 
then led by patriarch Eka Tjipta Wid¬ 
jaja, managed to retain control of APP. 

widjaja died in January aged 98, hav¬ 
ing accrued a net worth of $9.3bn, 
according to the Bloomberg Billionaires 
Index, making him Indonesia’s fourth- 
richest man. Sinar Mas Group, which he 
founded in the 1960s, is one of south¬ 


east Asia’s largest conglomerates with 
holdings in palm oil, mining, infrastruc¬ 
ture and paper production. His grand¬ 
son, Fuganto, has taken the reins of the 
business empire, which controls Berau. 

Legal advisers for Argentem have 
alleged that many of the tactics used by 
the family in the APP restructuring, 
such as changing the terms of payment 
without creditor approval, have also 
been used in the case of Berau, which 
has been restructuring since 2015. 

“APP and defendants have demon¬ 
strated a pattern and practice in the past 
of using similar schemes to strip credi¬ 
tors of their legal rights through foreign 
courts,” said a complaint filed to the 
New York Supreme Court in 2017 on 
behalf of Pathfinder. 

Berau and Sinar Mas did not respond 
to requests for comment on the matter. 


Is Formula E the future? Our new report 
brings you up to speed with Formula E. 

Find out about the business model 
behind it; why manufacturers are joining; 
what FE is doing for zero-emissions 
mobility; and how to build up a sport 
from a non-existent fan base. 

Explore The Future of Motorsport 
now at ft.com/motorsport 
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Davis stages mining sector comeback 


Industry veteran’s vehicle 
asked to develop iron ore 
deposit in Guinea 

NEIL HUME AND DAVID SHEPPARD 

LONDON 

Mick Davis, chief executive of the UK’s 
Conservative party and former head of 
Xstrata, has launched his mining sector 
comeback through a deal orchestrated 
by BSGR, the miner that has been 
embroiled in corruption investigations. 

Niron Metals, an investment vehicle 
co-founded and chaired by Sir Mick, 
was asked to develop an iron ore deposit 
in Guinea by BSGR and its advisers, peo¬ 
ple familiar with the deal said. 


BSGR is controlled by the family of 
Beny Steinmetz, the Israeli diamond 
trader. It has always denied allegations 
of wrongdoing. 

The deal formed part of an agreement 
hammered out between BSGR and the 
government of Guinea that helped end a 
long-running dispute over mining rights 
in the country, centred on allegations of 
corruption against Mr Steinmetz. 

After leaving Xstrata, Sir Mick set up 
X2 Resources, a vehicle that secured bil¬ 
lions of dollars of commitments from 
investors but failed topulloffadeal. 

Niron, whose directors include fund 
manager Marcos Camhis and Varda 
Shine, a former head of diamond trad¬ 
ing for De Beers, was registered in the 


UK last year and marks his latest return 
to the industry. 

Little is known about Niron. Only one 
shareholder, a Bermuda-based private 
equity group called Global Special 
Opportunities Ltd, has been publicly 
disclosed at UK Companies House. 

Its new interest in the Zogota iron ore 
deposit will establish links to Mr Stein¬ 
metz and BSGR, which has been 
embroiled in corruption and bribery 
investigations in the US, Switzerland 
and Israel. 

It will also take Sir Mick into one of the 
most difficult mining jurisdictions. 
Almost every company that has tried to 
develop an iron ore project in the former 
French colony has run into difficulties. 


In the late 1990s Rio Tinto won the 
rights to develop the Simandou deposit 
during the dictatorship of Lansana 
Conte. But in 2008 the regime stripped 
Rio of half of those rights. It handed 
them to BSGR, which subsequently 
struck a $2.5bn deal to develop Siman¬ 
dou with Vale, the biggest producer of 

Mr Conte’s successor. Alpha Conde, 
later launched an inquiry into how 
BSGR came to obtain the rights, and 
concluded in 2014 that they had been 
won through bribery and cancelled its 
claim on Simandou as well as Zogota. 

BSGR and Mr Steinmetz denied any 
wrongdoing and launched an interna¬ 
tional arbitration case. Guinea filed 


counterclaims, and the two sides were 
waiting for a ruling before they sud¬ 
denly agreed to end their legal fight in 

In return for waiving its claims, 
Guinea asked BSGR to find an investor 
prepared to develop the zogota deposit 
It picked Sir Mick and Niron Metals. 

Niron said the company had started 
work on a feasibility study and was in 
discussions with Guinea on a number of 
issues, including payments and project 
milestones. 

BSGR is reckoned to have spent 
$160m on preliminary development 
work at Zogota, which could be capable 
of producing Sm to 10m tonnes of iron 
ore a year. 


Travel & leisure. Sport 

Woods puts golf back in the swing 


Governing bodies, sponsors 
and broadcasters cheered 
by player’s masters triumph 


MURAD AHMED 

SPORTS CORRESPONDENT 

As Tiger Woods holed his final putt on 
the 18th green at Augusta on Sunday, it 
was not just thousands of onlookers 
saluting his remarkable victory at this 
year’s US Masters tournament 

Golf’s authorities, broadcasters and 
sponsors cheered from the sidelines, 
hoping to benefit from the so-called 
Tiger effect returning to the sport 

After the American athlete burst on to 
the scene in 1997 as a 21-year-old to 
become the youngest winner of the Mas¬ 
ters, the first of 15 “major” champion¬ 
ship victories, money flowed into sport 
like never before. 

Broadcasters and corporate groups 
rushed to be associated with the game 
and its breakout global star, while a new 
generation was drawn to the sport. 

“Anybody involved in golf this morn¬ 
ing is probably thinking [Woods win¬ 
ning the Masters] is the best thing that 
could happen to the sport,” said Nigel 
Currie, founder of sports consultancy 
NC Partnership. “He was the golf indus¬ 
try for a decade and a half. He rejuve¬ 
nated the sport and gave it an appeal 
that was lacking.” 

Sunday’s triumph is Woods’ first 
major title win since 2008, after which 
injuries and personal turmoil led to 
doubts about his playing future. With¬ 
out him at golf’s pinnacle, there have 
been signs that public interest in the 
sport has waned. 

Participation levels in the US, the 
world’s largest golf market, peaked in 
2002, but have been in steady decline 
for years. The number of regular golfers 
fell to 23.8m in 2017 from 24.7m in 2013, 
according to the US National Golf Foun¬ 
dation. 

A similar trend was evident in other 
important markets, including the UK. 

But England Golf, the body that runs 
the amateur game, said participation 
has risen since 2017, as golf clubs made 
changes to attract new audiences. 

Nick Pink, chief executive of England 
Golf, said Woods’ revival is likely to be a 
further boost “For golf to have someone 
like Tiger, who can reach so many 
households, is a huge opportunity,” he 
said. “It shows golf can be inclusive, wel¬ 
coming and have people from different 
backgrounds access this sport” 



He's back: 

Tiger Woods 
celebrates after 
winning the 
2019 Masters in 
Augusta 


Others are doubtful the “Tiger effect” 
will be what it once was. 

“I’m not sure the victory of a 43-year- 
old — rather than when it was for a 21- 
year-old winning - will have the same 
effect on the participation of juniors,” 
said Robert Clive, founding partner of 
the 360Golf consultancy. 

Broadcasters will be among those wel- 
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coming Woods’ return to form, though. 

Woods, who had said he was “done” 
with golf in 2017 following persistent 
back injuries, began to perform strongly 
again in big competitions last year. 

According to research group Nielsen, 
US broadcast network viewership was 
up by more than 2m on average in the 
first four golf tournaments of 2018 in 
which Woods finished inside the top 25. 

Even without Woods, TV networks 
have long been drawn to golf, which has 
developed younger stars in recent years 
such as Jordan Spieth of the US and Rory 
Mcllroy of Northern Ireland. 

Broadcasters are attracted to the 
sport’s middle-class audience in many 
of the wealthy nations of North Amer¬ 
ica, Europe and Asia. 

In 2018, Discovery paid $2bn to 
acquire the rights to the PGA Tour for 
countries outside the US over 12 years. 
The body that runs professional golf in 
America also has US TV deals with 
broadcasters NBC and CBS for undis- 

Discovery and NBC plan to launch golf 
streaming services on the back of their 


Despite the 

setbacks, 

Woods has 

stayed 

among the 

world’s 

most 

marketable 

sporting 

stars 


deals. Yet sponsors have also had mixed 
experiences with Woods. 

Following revelations of extramarital 
affairs in 2009, which led to the break¬ 
down of his marriage, a number of spon¬ 
sors including Gatorade, AT&T, Accen¬ 
ture and Gillette ended or did not renew 
their deals with the golfer. In 2017, 
Woods pleaded guilty to reckless driv¬ 
ing after being found in his car under the 
influence of prescription drugs. 

Despite rite setbacks. Woods has 
stayed among the world’s most market¬ 
able sporting stars. 

Forbes estimates that he has earned 
$1.5bn since turning professional in 
1996, the vast majority gained from 
sponsors, including those that have 
stuck by the athlete such as sportswear 
brand Nike, watchmaker Rolex and golf 
equipment manufacturer TaylorMade. 

Mr Currie said Woods’ Masters vic¬ 
tory will convince more corporations to 
endorse him once again, as well as invest 
in golf more broadly: “There is a whole 
new range of sponsors, new brands, that 
would be desperate to get involved 
again.” 


Dating group 
Match plans 
40% hiring 
spree in Asia 


HANNAH MURPHY — SAN FRANCISCO 

Match Group, which owns dating apps 
such as Tinder and Hinge, plans to 
expand headcount in Asia by 40 per 
cent this year and overhaul its execu¬ 
tive team as part of a push into a flour¬ 
ishing online dating market. 

Mandy Ginsberg, chief executive, told 
the Financial Times that the Dallas- 
based company planned to invest “tens 
of millions of dollars” a year on a hiring 
spree as well as additional marketing in 
the region. 

The bet on Asia comes as Match, 
which has a market capitalisation of 
$15.9bn and 8m subscribers across its 
digital dating brands, faces competition 
from Facebook, which announced its 
own dating service last year. 

But the company reported better than 
expected quarterly results in February, 
driven by strong growth in subscrip¬ 
tions on Tinder, the app that popular¬ 
ised the swipe-right, swipe-left method 
of sorting potential matches. 

The dating app market in Asia has 
grown rapidly in recent years, spawning 
Tinder clones such as Singapore-based 
Paktor. Last year, Tantan, China's most 
popular dating service, was bought by 
Nasdaq-listed social media app Momo 
for$760m. 

But Ms Ginsberg said there were still 
opportunities in the region: there were 
about 400m singles outside of the US 
and Europe, two-thirds of whom have 
never used a dating app, she said. 

Growing mobile usage and cultural 


‘Initially there was a 
persona] embarrassment 
... [But] it’s the stigma - 
the stigma’s really eroding’ 

changes — such as a shift in India away 
from arranged marriage - mean dating 
apps are becoming more mainstream in 
the region. “Initially there was a per¬ 
sonal embarrassment around 
it... [But] it’s the stigma - the stigma’s 
really eroding,” she said. 

The company is shaking up its leader¬ 
ship team, she added. In particular, sev¬ 
eral directors for individual brands in 
Asia will now become general managers 
across all the Match apps, in a move that 
will cement the company’s portfolio of 
apps further together, for example. 

“We are making jobs broader. We’re 
going from a brand perspective to a 
regional perspective,” Ms Ginsberg said. 
Match shares fell more than 25 per 
cent last year after Facebook said it 
was launching its own dating service, 
but have since rallied more than 60 per 
cent to close at $57.20 on Friday. Ms 
Ginsberg said the group had not 
seen any impact on its user base so far, 
saying people tended to use multiple 
dating apps at once. 

Revenues, coming largely from pre¬ 
mium subscriptions rather than adver¬ 
tising, grew 21 per cent in the final quar¬ 
ter of 2018 to $457m, while earnings per 
share stood at 39 cents, compared with 
losses per share of 3 cents in the same 
quarter in 2017. 

In the past two years, the company 
has opened offices in South Korea, Japan 
and Indonesia, and continued to expand 
in India. But it does not operate in 
China, where Under is banned. 

Ms Ginsberg said the company 
was hunting for opportunities for 
either “incubating or buying” a Chinese 
dating app. 


Apollo 
Management 
Holdings, L.P. 

has renewed its lease 
and expanded to 
230,000 square feet 

Steve Siegel of CBRE 
represented the tenant 

Scott Panzer of JLL 
represented Solow 
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BlackRocktaps 
veteran China 
investor Tang 


Assets overseen by fund 
managers in Asia are set to 
grow at a 12% annual rate 

HENNY SENDER - HONG KONG 

BlackRock is bolstering its China busi¬ 
ness by approaching Tang Xiaodong, an 
investor with experience on both sides 
of the Pacific, to run its operations on 
the mainland, according to people 
briefed on the move. 

Until recently, China was not a prior¬ 
ity for BlackRock. At the end of last year 
it had less than $430bn of its assets 
under management in Asia, down from 
$47lbn at the end of the previous year, 
primarily as a result of outflows from 
China and market changes. The US fund 
manager had less than 7 per cent of its 
$6tn of assets in Asia. 

But as China opens up to investors, 
the region is becoming increasingly 
important for asset managers. In the 
next four years, assets overseen by fund 
managers in Asia are expected to grow 
at a 12 per cent annual rate or twice the 
rate of growth in the US. 

Mr Tang was on the derivatives desk 
of JPMorgan chase in New York and 
then a managing director at RBS Green¬ 
wich Capital before returning to China, 
where he worked for the Securities Reg¬ 
ulatory Commission from2009 to 2014. 
He ran Beijing-based China Asset Man¬ 
agement, the wealth management arm 
of (Stic, for the next four years. During 
the meltdown of China equity markets 
in 2015, the CSRC sought to bring him 
back, without success. Most recently, he 
ran the securities operations at GF Secu¬ 
rities in Hong Kong, where he oversaw 
the wind-down of an out-of-control 
internal hedge fund that had losses in 
foreign exchange derivatives trades put 
in place before Mr Tang joined the firm. 


Larry Fink, BlackRock chief execu¬ 
tive, identified China as “one of the larg¬ 
est future growth opportunities for 
BlackRock” in its annual report last 
week. BlackRock was focused on “build¬ 
ing an onshore presence”. It aimed to be 
“one of the country’s leading global asset 
managers”. Asia was expected to gener¬ 
ate half of total organic growth in assets 
under management for the global asset 
management industry over the next five 
years, “largely driven by China”. 

BlackRock has held talks with CICC 
Fund Management, a wholly-owned 
subsidiary of state-backed investment 
bank China International Capital Corp, 
about buying a majority stake in the 
investment unit, according to people 
dose to the situation. 

The move to hire Mr Tang comes as 
China opens its markets wider to inves¬ 
tors as a result of regulatory changes 
and the fact that the country’s debt and 
equity markets are increasingly part of 
both emerging market and world indi¬ 
ces. Foreign investment accounts for 
only about 2 per cent of the Chinese 
stock and government bond markets, 
but that is expected to increase rapidly. 

QFII quotas, once jealously handed 
out to foreign investors so they could 
invest a certain amount in Chinese secu¬ 
rities, are far more generous today than 
a few years ago. That trend will only 
intensify as China’s big current account 
surplus approaches zero and needs to 
attract capital to finance coming defi- 
dts, as is expected this year. 

The asset management industry in 
China meanwhile is slowly coming of 
age. A research report from Morgan 
Stanley and Oliver Wyman said: “We 
expect the onshore China asset pool to 
grow from $3.8tn to $7tn by 2023, and 
we forecast a 10 per cent market share 
for foreign asset managers by 2023 and 
revenues of $4tn versus $ltn today.” 



Nyrstar investors likely to be burnt in Trafigura overhaul 


NATURAL RESOURCES EDITOR 

Trafigura, the commodity trader, has 
moved to take control of Nyrstar 
through a debt restructuring that 
will save the struggling zinc producer 
from liquidation but wipe out existing 
shareholders. 

Nyrstar’s bondholders are being asked 
to swap nearly €lbn of debt for a pack¬ 
age of securities issued by Trafigura 
with a value of almost €570m. 

At the same time, the Belgian-listed 
company has agreed to sell operating 
assets to a new UK-based subsidiary that 
will be 98 percent-owned by Trafigura. 

Shares in Nyrstar, which were sus¬ 
pended last week, resumed trading 
yesterday and fell 56 per cent to 
€0.28 cents. 

Trafigura, atop metals trader, started 
building a stake in Nyrstar, the second- 
biggest producer of refined zinc, in 2014 


Bondholders are 
being asked to 
swap nearly 
€lbn of debt 
for a package 
of securities 
issued by the 
commodity 


and later became its top supplier, cus¬ 
tomer and a major lender. The trading 
house has already written off its more 
than 20 per cent stake in Nyrstar. 

The company’s debt problems date 
back to an ill-timed expansion into min¬ 
ing. More recently, it has been battling 
tough conditions in zinc markets, in 
particular record low processing fees 
that led to several huge profit warnings 
in the past year. This has impaired its 
ability to service more than $lbn of net 
debt and sent its shares into freefall. The 
company is now valued at just €30m. 

To proceed, the recapitalisation needs 
support from 75 per cent of Nyrstar’s 
creditors — banks as well as bondhold¬ 
ers. Shareholders will not be asked to 
vote on the deal, which may need to be 
approved by a UK court 

Nyrstar said almost 45 per cent of its 
bondholders had agreed to suspend or 
defer interest or capital repayments, 
while its lenders had indicated support 


for the restructuring. The banks are 
being asked to write off some of the 
€287m they are owed under the metal 
for-loan agreements, or prepayments. 

While Nyrstar tries to win the support 
of its creditors for the deal, Trafigura 
has also agreed to provide a $250m 
credit line so the cash-strapped com¬ 
pany can continue to operate. If the 
metals company is forced into liquida¬ 
tion, it will cause big disruptions to sup¬ 
ply chains and remove one of the big 
non-Chinese zinc smelters from the 
market, according to traders. 

All but €80m of the securities Trafig¬ 
ura plans to issue - perpetual securities 
and a royalty note — can be treated as 
equity for accounting purposes, mean¬ 
ing they will not add to the company’s 
debt levels, although they will increase 
its liabilities. However, Trafigura’s expo¬ 
sure to volatile zinc prices will jump, as 
will its headcount 
See Lex 


Liquidation 
will cause 
supply chain 
disruption 
and knock 
outa large 
zinc smelter 


When you connect with Strutt & Parker, 
you connect with the world. 


At Strutt & Parker, we have unrivalled knowledge of the finest properties in London’s most prestigious areas. 
Now part of BNP Paribas Real Estate, we also operate across 36 countries globally offering access to buyers 
from all over the world, further enhanced through our affiliation with Christie’s International Real Estate. 
All with the trusted and personal service we have become known for. 

Call Strutt & Parker’s Super Prime team. 

James Forbes +44(0)20 3733 7754 


STRUTT 

-PARKER 


H BNP PARIBAS 
REAL ESTATE 


Strutt & Parker is the sole UK Affiliate of Christie’s International Real Estate 


66 Sloane Street, London SW1X 9SH 
+44(0)20 3773 7754 | struttandparker.com 


60 Strutt & Parker offices nationwide 11350 Christie’s offices worldwide 





















MARKET DATA 


WORLD MARKETS AT A GLANCE 


FT.COM/MARKETSDATA 


Change during previous day's trading 00 



Hang Seng FTSE All World $ I $p*r€ $per£ ¥per$ £per€ I Oil Brent $ Sap GoldS 

EZHZ9 rwni ■ E*TT?» EEI9 


Stock Market movements over last 30 days, with the FTSE All-World In the 
AMERICAS 



> currency as a comparison 
EUROPE 



ASIA 








is-' i“niiirii§ ’|i^r iin j 











































































































































































































MARKET DATA 


FT500: THE WORLD'S LARGEST COMPANIES 



Turn your investing vision into action. 

Morningstar Direct,™ is an investment analysis platform built for financial professionals. 

Start positioning and marketing products, constructing portfolios, and analysing investments today. 


Try Direct for Free, visit www.MorningstarDirect.co.uk or call +44 203 1941003. 


MORNINIiSIAir 


©2018 Morningstar. All Rights Reserved. 
















































































































































































































































MANAGED FUNDS SERVICE 




FINANC ^ L ' 


MANAGED FUNDS SERVICE 


TIMES 


Promote your brand, communicate with clients and attract new 
institutional & retail investors. 


Publish fund performance 
Connect with global investors 
Expand your reach 


ft.com/funds 


Advertising enquiries: lawrence.omolo@ft.com 












































































































































































































□esday 16 April ! 


MARKETS & INVESTING 


Asset management. Disruption 

Quant funds train sights on 
reshaping private equity 



Investors exploring using 
data-intensive processes for 
opaque comers of the industry 


ROBIN WIGGLESWORTH - NEW YORK 

Maths-sawy, computer-toting inves¬ 
tors have already disrupted traditional 
tactics in asset management. Next in 
their sights is the red-hot private equity 

Private buyout funds are basking in 
enormous investor appetite and have 
less pressure on fees than their counter¬ 
parts in mainstream asset management. 

Morgan Stanley estimates that reve¬ 
nues from private capital will reach 
nearly $70bn a year by 2023, accounting 
for the biggest chunk of the global 
investment industry’s overall income by 
that point. 

That is attracting attention in parts of 
the quantitative investment industry, 
which sifts through huge data sets and 
markets for patterns they can exploit 
through automated, algorithmic trad¬ 
ing. Some so-called quants are exploring 
whether their systematic, data- 
intensive investment process can also 
work in more opaque, private comers of 
the system - potentially significantly 
lowering industryfees. 

“It’s been a dramatic enhancer of 
returns in every industry and private 
equity will be no different,” said Wray 
Thom, who oversees private invest¬ 
ments and ventures businesses at Two 
Sigma, one of the world’s biggest quanti¬ 
tative hedge funds. 


Private equity is different from tradi¬ 
tional quant investing. The former con¬ 
sists primarily of bespoke, negotiated, 
multiyear investments in private com¬ 
panies, where information is often 
murky and exiting a trade can be tricky. 

The latter is focused on mainstream, 
liquid and transparent markets such as 
equities and futures. Trades can last for 
months but frequently span just sec¬ 
onds and are largely automated. 

There is therefore a variety of 
approaches being pursued with varying 
degrees of complexity, novelty and chal¬ 
lenges. 

Two Sigma first set up a private 
investment group in 2008 to manage 
some of the company’s own internal 
capital. Last year, it was quietly 
relaunched as Sightway Capital, went on 
a hiring spree — lifting the number of 
employees from 15 in 2015 to about 40 
today — and is now raising external 
money for the first time. 

The Massachusetts Pension Reserves 
Investment Trust this year approved 
investing as much as $500m in sight¬ 
way. Two Sigma declined to comment 
on any fundraising but Mr Thom said 
that, “in the coming years, we believe 
that private equity firms that use more 
information and advanced approaches 
to decision science will have better 
outcomes”. 

Sightway’s focus is on financial serv¬ 
ices and “real assets", such as infrastruc¬ 
ture, real estate and even agriculture 
but so far it has primarily started new 
companies in niche, data-intensive 
areas such as railcar and aircraft leasing, 
rather than buying existing businesses. 


Man Group’s Numeric unit last year 
launched a fund that attempts to repli¬ 
cate the returns of a typical private 
equity fund but at a fraction of the cost, 
by investing in small, listed companies 
that can mimic the profile of a typical 
private equity portfolio. 

Man Group declined to comment on 
the fund's details, citing regulatory 
restrictions, but Greg Bond, Numeric’s 
director of research, predicted that this 
is just the beginning of quant efforts to 
reshape private equity. 

“[Private equity] is a successful busi¬ 
ness model but that creates inertia and 
we’re at an inflection point where we’ll 
see the quantitative approaches we’ve 
seen in the public markets come to the 
private ones,” he said. “We’ve seen sys¬ 
tematic approaches in equities, high- 
yield, even sports and real estate. Pri¬ 
vate equity is different but arguably you 
can apply systematic principles every- 

AQR, the investment group co¬ 
founded by investor Clifford Asness, is 
also exploring how to break into the 
industry, perhaps by buying stakes of 
existing private equity funds that are 
traded between wealthy investors to 
create a cheaper, more diversified and 


The Greenwich-based company 
declined to comment on its plans but in 
a blog post in February Mr Asness 
mocked the private equity industry's 
promise of uncorrelated, smooth 
returns, attributing their potential gains 
to subjective quarterly valuations. 

In an interview with the Financial 
Times in 2018, he said: “There’s a lot of 


Morgan Stanley 
estimates that 
revenues from 
private capital 
will reach $70bn 
a year by 2023 

FT Montage/Reutfifs 


‘There’s a 
lot of room 
to charge a 
third of 
what they 
charge and 
have an 
interesting 
product’ 


room to charge a third of what they 
charge and have an interesting 
product” 

Perhaps the most ambitious project is 
CircleUp. Initially started in 2012 as a 
platform to match aspiring entrepre¬ 
neurs and budding venture capitalists, it 
has built a machine-learning system 
that tracks the digital footprint of 1.4m 
companies in North America — prima¬ 
rily in retail and consumer goods - to 
gauge how they are doing. It is raising a 
fund that will systematically invest in 
the hottest ones. 

“Our thesis isn’t that we’ll have better 
analysis than KKR or Blackstone,” said 
Rory Eakin, one of CirdeUp’s founders. 
“But I do believe we can get better, 
broader exposure through analysis of all 
this data.” 

How successful quants will prove in 
fields far from their home turf remains 
murky. Most investors will prefer the 
familiarity of names such as Blackstone, 
TPG, KKR or Carlyle to novel efforts 
from institutions with little record out¬ 
side the systematic trading. 

The industry’s giants are themselves 
setting up data units to help their invest¬ 
ment process. 

However, some quants argue that the 
core prindples of their field — massive 
data sets, systematically mined for bet¬ 
ter insights — will, over time, also invade 
the private equity industry, just as it has 
other comers of the asset management 

“We believe quant will come to pri¬ 
vate equity,” said Mr Eakin. “There’s an 
opportunity for a much more data- 
driven approach.” 
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Revival for 
Greece as 
bond yields 
hit 14 -year low 


SARAH PROVAN AND ADAM SAMSON 

Greek bond yields have hit their lowest 
level in almost 14 years, highlighting a 
comeback for an economy that was the 
focal point of a debt crisis paralysing the 
eurozone a decade ago. 

The benchmark 10-year yield fell 
3 basis points to 3.274 per cent, its low¬ 
est since September 2005, according to 
Refinitiv data. The fall, which comes as a 
result of a rally in the price of the gov¬ 
ernment paper, marks a stark contrast 
from eight years ago, when yields 
climbed above 40 per cent 

Athens was then at the centre of the 
eurozone debt crisis that began in 2009. 
The country went through a deep reces¬ 
sion and a trio of IMF bailouts, emerging 
from thelastoftheminthe summer. 

The eurozone member, along with 
others on the region’s “periphery”, such 
as Portugal, has experienced a marked 
brightening in fortunes. 

Athens successfully tapped the inter¬ 
national bond markets last month, sell¬ 
ing its first 10-year debt in nine years. It 
raised €2.5bn in a sale that attracted 
robust demand and was seen as an 
important moment for the Mediterra¬ 
nean country. 

Greece has entered a “period of eco¬ 
nomic growth that puts itamongthetop 
performers in the eurozone”, an IMF 
report in March said. The fund projects 


‘Unless Greece can kick- 
start the economy, it will 
be trapped in a high-debt, 
low-growth environment’ 

real GDP growth of 2.4 percent for 2019. 

Investors have also been cheered by 
Greece’s fiscal reform programme. 
Moody’s dted the country’s “record of 
strong fiscal performance”, which is 
“firmly established and is likely to be 
sustained” when it upgraded Greece’s 
credit rating by two notches to B1 last 

The rally in Greek government debt 
comes amid broad gains in the sovereign 
bond market, prompted by expecta¬ 
tions that leading global central banks, 
including the US Federal Reserve and 
European Central Bank, will continue 
their dovish monetary policies for 
longer. The German 10-year Bund yield, 
seen as a eurozone benchmark, slipped 
into negative territory last month for 
the first time since 2016. 

Greek equities have been in vogue this 
year as well. MSCI’s index of Greek 
stocks has soared by almost a fifth in 
2019 compared with less than 15 per 
cent for its broad All World index. 

But some analysts remain wary of the 
Greek economic situation. 

“The economy has returned to growth 
but is not as dynamic as had been 
hoped,” said Luka Raznatovic at Oxford 

“However, unless Greece can kick- 
start the economy and significantly 
expand its narrow tax base, it will 
remain trapped in a high-debt, low- 
growth environment” 
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EU carbon trading system jolted by Brexit 


DAVID SHEPPARD - ENERGY EDITOR 

As seemingly nothing can escape the 
claw-like grasp of Brexit, it is the 
European carbon market’s turn to be 
rocked by Britain’s stuttering attempts 
to leave the EU. 

Prices for the allowances, traded under 
the EU Emissions Trading System 
hit a 10-year high above €27 a tonne last 
week, in a move partly attributed to the 
chance of the UK leaving under a 
“no-deal” Brexit scenario receding. 

But why is the carbon market, which 
is designed to increase the cost of burn¬ 
ing highly polluting fuels, now keeping 
such a close eye on the UK’s political 
fate? 

How does the system work? 
Industries across the EU that have his¬ 
torically accounted for a large part of its 
carbon dioxide emissions, such as 
power generation, are allocated a set 
number of carbon allowances each year. 

They can offset these against the 
amount they pollute. If they pump out 
more C02 than their allowances cover, 
they have to go to the market to buy 
additional carbon credits. 

Pollute less, by becoming more 
energy efficient or using cleaner burn¬ 
ing fuels - such as switching from coal 
to gas, or gas to renewables — and 


utilities and factories are free to sell 
their surplus credits back into the 

The idea is to incentivise the move to 
cleaner fuels over time with the number 
of carbon allowances available also 
gradually being reduced. Go green, get 
paid (or at least pay less). Pollute more, 
pay more. 


ment a second carbon tax to keep the 
cost of polluting high, the EU allowances 
that British companies hold would no 
longer be needed. 

Traders expect this could result in UK 
companies dumping anywhere from 
50m to 100m tonnes worth of carbon 
allowances on to the market That has 
weighed on prices for the last few 


What has thisgot to do with Brexit? 
Britain is a significant participant in the 
carbon market as one of the leading 
economies in the political and trading 
block. 

But like many countries in the EU, 
slower industrial growth after the finan¬ 
cial crisis resulted in UK companies 
ending up with a surplus of carbon 
credits as lower output meant reduced 
pollution. 

The UK has also moved faster away 
from coal than some other members — 
partly as a result of the introduction of 
an additional domestic “carbon floor” 

Utilities also tend to buy additional 
carbon allowances in advance, antici¬ 
pating their future needs. 

Enter Brexit. If the UK was to crash 
out of the EU under a “no deal” scenario, 
its membership of the EU system would 
also end overnight. 

While the UK has said it would imple¬ 


“Utilities in particular would be 
unwinding their trades and selling into 
the market,” said Mark Lewis at BNP 





against pollution by companies 


But a “no deal’ Brexit is now less 
likely, right? 

That is the current perception. The 
extension granted by Brussels to the UK 
last week has been taken as a signal that 
“no deal” is a much less likely scenario. 

“The most likely outcome is now 
some sort of managed exit,” said Trevor 
Sikorski, analyst at Energy Aspects. 

As a result, the fear of widespread car¬ 
bon allowance dumping by UK compa¬ 
nies abated. 

The result? Carbon prices underwent 
a relief rally, gaining 14 per cent in a 
week, helped along by long-term expec¬ 
tations that the market is tightening. 
Will it still be bearish for carbon if 
the UK eventually leaves the EU? 
Not necessarily. Through reducing 
emissions and auctioning additional 
credits the UK has become a net 
exporter of carbon allowances, supply¬ 
ing approximately 30m tonnes per 
annum that are bought by countries of 
the wider EU. 

If the UK eventually leaves the EU 
with a managed deal, it is still expected 
to exit the EU’s system scheme around 
2020 . 

Over the longer term, that could 
tighten supplies of the credits to other 
members, boosting the price. 


Chicago Fed chief favours US 
rates holding steady to 2020 


MAMTA BADKAR — NEW YORK 

The Chicago Federal Reserve’s presi¬ 
dent has said he did not think 
December’s rise in US interest rates 
was a mistake but that he would now be 
comfortable leaving rates unchanged 
until the autumn of2020. 

Charles Evans said in an interview with 
CNBC that economic data releases have 
strengthened in recent weeks and noted 
that “the first quarter is looking a little 
bit stronger than I might have thought 
at the end of December, early January”. 

The “economy is doing solidly”, he 
added. 

Mr Evans, a voting member of the 
Federal Open Market Committee, the 
US Federal Reserve’s policymaking 
body, said he was not concerned about a 
downturn but does think inflation is a 
“little weaker than I would like to see”. 

The Fed caught investors off-guard at 
the start of this year when it first indi¬ 
cated that it would put previous plans to 
keep raising rates on ice. 

It finned up that message last month, 
when it signalled that it would not raise 
rates for the rest of this year — the first 
such abstinence since 2014. 

Mr Evans indicated that, despite the 
urge to keep rates on hold, the earlier 


more hawkish stance was not mis¬ 
placed. “What is a little concerning to 
me is inflation has been underrunning 
2 per cent and I had been thinking infla¬ 
tion was finally going to be solid - hit 
2 per cent in a sustained basis, maybe go 
over a little bit,” he said. 

This projection led him to believe as 
recently as December that “maybe a 
couple of rate hikes were in our future”, 
he said. 

Now, however, he said that, to push 
annual inflation rates up towards or 
even beyond that 2 per cent target, it 
might be necessary to keep interest 
rates at current levels until the latter 
part of next year. 

His remarks come after the Fed in 
March completed its U-tum and ditched 
its plans for two interest rate rises in 
2019. The minutes of that meeting 
showed some officials stressing their 
policy outlook could “shift in either 
direction” as they seek to determine 
whether a weak bout of growth will per¬ 
sist 

The Fed’s reluctance to raise interest 
rates has been mirrored elsewhere, with 
the European Central Bank also suggest¬ 
ing that rates should stay at historically 
low levels with additional cheap loans 
for eurozone banks. 
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Loyalty card provider Alliance Data 
Systems was the SS.P 500'S sharpest 
taller after It raised less than expected 
from the sale of Its Epsilon marketing 
unit. 

ADS scotched hopes of a $5bn-plus 
deal by saying that Publids had bought 
the business for $4Abn, leaving Just 
$1.5bn after tax and debt repayments for 
share buybacks. 

Analysts feared that the news would 
mark the end of the story for Investors 
Including ValueAct Capital, the activist 
that holds a stake of about 10 per cent In 
ADS. 

Goldman Sachs led Wall Street's banks 
lower after Its first-quarter results 
showed subdued markets had held back 
trading revenue. 

Electronic Arts dropped on a lukewarm 
response among Investors to Its trailer for 
Star Wars Jedi: Fallen Order. 

The game’s lack of multiplayer mode 
and in-game monetisation were the main 
surprises. 

Spotlfy drifted on a report that 
Amazon was planning to launch an 
advertising-supported free music service. 

Fortlnet, the cyber security maker, 
gained after OTR Global said channel 
checks pointed to Improving sales trends 
since the start of the year. Bryce Elder 


Siemens Gamesa rose after Deutsche 
Bank advised switching out of Vestas in a 
review of wind furbine makers. 

Siemens Is the clear leader In offshore 
wind, which should offer very high growth 
as Installation costs fall, Deutsche said. 

It also saw high barriers to entry and 
project gestation times of between five 
and 15 years for offshore, which should 
allow Siemens fo protect Its margins. 

Nolda retreated on a Goldman Sachs 
downgrade to "sell". 

Consensus forecasts for network 
equipment revenues were too optimistic, 
given key rival Ericsson looked to be 
winning more market share, the broker 
said. 

Ambu, the Danish maker of single-use 
endoscopes, led the Stoxx 600 gainers 
after the US Food and Drug 
Administration said contamination from 
reusable scopes was more serious than 
previously indicated. 

The FDA said in a mid-study update 
that 5.4 per cent of samples showed 
contamination with hlgh-concern 
organisms such as E coll, up from 3 per 
cent In its prior report. 

Sector peer Carl Zeiss Medltec gained 
on the back of post-results upgrades 
from Hauck & Aufhauser and 
Independent Research. Bryce Elder 


Compass was the FTSE 100’s sharpest 
taller after Barclays took the catering 
group off its recommended list for the 
first time In 10 years. 

First-half results due mid-May from 
Compass should show continued organic 
growth but margins were likely to weaken 
as the catering industry becomes more 
capital intensive, it said. 

Paddy Power Betf air gained on the 
back of New Jersey state sports betting 
data for March, which showed the 
bookmaker's recently acquired FanDuel 
site retaining a majority market share. 

“While the US sports betting market 
will take time to evolve, the early signs 
from New Jersey, coupled with positive 
regulatory momentum in various US 
states, gives comfort that there Is a 
significant long-term opportunity," said 

Acacia Mining slid as problems at Its 
North Mara mine in Tanzania meant 
weaker than hoped quarterly production. 

Regus office supplier owner IWG rose 
after signing its first franchise deal at a 
much better price than expected. 

IWG said it would receive £320m cash, 
equivalent to more than T1 per cent of the 
group enterprise value, after selling Its 
Japanese arm to TKP Corporation as part 
of a strategic partnership. Bryce Elder 


Rally for crude hands 
Saudis big chance to 
be steward of stability 


David Sheppard 


Markets Insight 



I s Saudi Arabia a responsible 
steward of the oil market? Saudi 
Aramco, the cash-spewing state oil 
company, might have heralded its 
arrival at the top table of interna¬ 
tional finance last week with a glossy 
bond brochure and a blowout $12bn 
offering but, in the background, the 
kingdom’s traditional role in the oil 
market is also under scrutiny. 

Oil prices have rallied by 30 per cent 
since the start of this year to move back 
above $70 a barrel. There are numerous 
reasons to think they will go higher. 

Venezuela’s output is in freefall under 
a combination of its economic and polit¬ 
ical implosion and the imposition of US 
sanctions, which could get more strict in 
the coming weeks. 

Iran also faces the prospect of tighter 
US sanctions from next month while 
Libya is gripped again by conflict with 
the head of its state oil company warn¬ 
ing output will soon be hit 
Add in political protests in Algeria, 
which so far have not affected energy 
production but certainly retain the 
prospect of doing so, and that is four 
Opec members that oil traders are 
already watching closely. 

All told, it is not hard to paint a sce¬ 
nario where the world oil market loses 
another lm barrels a day or so in the 
next few months - on top of the sup¬ 
plies already lost from Venezuela and 
Iran. So it is little surprise that oil prices 
have already risen sharply, despite lin¬ 
gering doubts about the health of the 
world economy. 

But Saudi Arabia’s reaction to these 
strains in the market has been telling. 

While it announced in November it 
would be cutting supplies alongside the 
expanded Opec+ group (which includes 
laige producers like Russia from outside 
the cartel), the kingdom has gone far 


beyond the target it agreed to. Since 
November, Saudi Arabia’s output has 
fallen from 11m barrels a day to 9.8m, a 
decline of more than 1.2m b/d or the 
equivalent of shutting all of the UK’s 
crude oil production. The reduction in 
supply is well in excess of its Opec+ pro¬ 
duction target of 10.3m b/d. 

As a result, all of the leading energy 
forecasting agencies, from the US 
Energy Information Administration, to 
Opec itself, see the market facing a 
shortfall of approximately 400,000b/d 
onaveragethisyear. 

Crucially, that number is based on 
March production figures and does not 

Trump has continued 
pushing Opec for the sake 
of the world economy and 
his re-election campaign 


include any more output that might be 
lost in the coming months. 

If another lm b/d was to go offline, 
there would be a widespread scramble 
for barrels among the world’s refineries 
just to meet their immediate needs. 

“Geopolitically infused rallies could 
shoot prices toward or even past the 
$80-a-barrel mark for intermittent 
periods this summer,” said RBC Capital 
Markets oil strategist Michael Tran this 
week. He expected oil to average $75 a 
barrel for the rest of the year. 

It is fair, therefore, to ask whether 
Saudi Arabia is concerned. The king¬ 
dom clearly wanted higher prices and 
has moved aggressively to achieve 

Last year, it was understandably 
aggrieved when it raised production 
ahead of the US putting sanctions on 


Iran, only to find Washington was grant¬ 
ing a number of last-minute waivers to 
Iran’s customers. 

Prices tumbled as a result, leaving 
Saudi Arabia in an economic hole. A 
little foot-dragging this time might be 
understandable even as President Don¬ 
ald Trump has continued pushing Opec 
not to let prices go to high for the sake of 
the world economy - and his coming re- 
election campaign. 

But if the kingdom wants to portray 
itself as a responsible steward of the oil 
market, it may need to move faster. 

It does not take a crystal ball (or glow¬ 
ing orb) to foresee the most likely path 
for Venezuela and Iran’s output. It will 
be a surprise if Libya is not affected too. 

Saudi Arabia should therefore be sig¬ 
nalling now that it is prepared to step in 
to damp the impact. This should not 
require a full reversal of its supply cuts 
but a willingness to move its production 
back in line with its agreed Opec target 
would go a long way towards calming 
the oil market’s nerves. 

It would have the added benefit for 
the kingdom of slowing an almost inevi¬ 
table surge in US shale supplies, which 
are likely to grow even faster if oil con¬ 
tinues to move towards $80 a barrel. 

Saudi Arabia may, of course, decide 
that such a move is not in its best inter¬ 
ests, prioritising short-term revenues 
over stabilising the market 

But at a time when the long-term 
future of oil demand growth is already 
facing serious questions, demonstrating 
that it is a responsible steward of oil 
market stability may have added bene¬ 
fits for a kingdom still heavily reliant on 
oil revenues for the foreseeable future. 

Traders betting that the oil price rally 
will continue need to take note. 

davidjheppard@ft.com 







































































